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PROCEEDI NGS

DR. NEWHOUSE: Could we get started? W have a
lot to do today. Gail is on her way in. W'I|l start with
Anne Mutti tal king about prescription drugs and the Medicare
popul ati on.

M5. MJUTTI: | would just direction your attention
to Tab F for a couple of the proposed outline and workpl an
for the chapter that we're suggesting for the June report.
What | was planning to do was to wal k through the outline
and present sone initial data that serves as an introduction
to the issue and an exanple of the type of analysis that
we're proposing in a series of about eight slides
intermngled in the discussion of the outline. Then by the
end of the presentation and our hour here, or however nuch
time we have, |I'mhoping to get a sense fromthe Comm ssion
as to how you would i ke us to proceed.

| have here with ne Roland MDevitt, who is the
director of health research for Watson Watt Worl dw de,
which is a benefits consulting firm They have hel ped but
together the slides for us. And while I will be doing the
presentation, for |logistical ease, he is here to answer any

questions that you m ght have and provide nore informtion.
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Overall, this workplan is intended to produce an
anal ytic, objective piece that presents background data and
identifies sone of the policy questions that should be
consi dered when assessing various options to expandi ng
prescription drug coverage to the Medicare population. This
outlines assunes the Comm ssion will not nake
recomendations on this issue at this tine.

As part of the introduction we would note the
reasons why MedPAC woul d be considering this issue now.
Staff woul d suggest that those reasons include that we' ve
gotten several requests from congressional staff for
techni cal support on this issue. It does build on earlier
wor k that we've done both in beneficiary liability issues as
wel|l as the range of coverage that's provided in the
Medi car e+Choi ce plan. Then also while the timng of any
consideration or action on this issue may be questionabl e,
it certainly could help the Comm ssion at this point to just
have an introduction and sone initial consideration on the
i ssue.

The next part of the outline which is Section
nunber 2 is where we propose that staff produce, through

ei ther our own original research or through collecting
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research from other sources that's available out there, a
range of data on beneficiary spending for prescription
drugs, avail able insurance coverage, and trends in both

t hose areas, both coverage and spending. It also proposes
exploring issues such as the substitution between drugs and
ot her nedical services, the inpact of |ack of insurance on
access to care and conpliance with doctor's orders.

We woul d al so propose to ook at trends in
enpl oyer retiree drug coverage benefit design. They're the
| ar gest source of coverage right now It mght be
Interesting to | ook at what they're doing in the way of
coverage and how they're containing costs. Lastly, we
t hought we m ght provide a review of previous experience
wi t h expandi ng coverage for the Medicare population in both
the catastrophic act and also the health care reformact in
the early '90s.

At this point I was hoping that we could just turn
to sone of the slides so we could give you an idea of what
we were thinking of in terns of the background data. On the
first slide, this chart illustrates the rising cost in 1998
dol lars of nedical costs that are not paid by Medicare.

That means this includes expenses that were paid either out-
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of - pocket by beneficiaries as well as by supplenentary

i nsurance sources, and that would include Medicaid. This
chart shows that prescription drug costs are the fastest
ri sing conponent and have doubled in the past 10 years.

In 1999, Watt Watson estinates that the per-
beneficiary drug spendi ng averages around $1, 000 per person.
Wil e we haven't done estimates for the future here, even
usi ng conservative estimtes of prescription drug costs we
m ght think that that woul d even grow considerably nore in
t he next 10 years.

DR. LAVE: Could | ask a question about that?

G ven that a significant proportion of Medicare
beneficiaries actually have drug coverage, for those people
who don't have coverage the average cost is going to be
about $2,000? Do you have any sense for --

M5. MJUTTI: W have a slide comng up a little
| ater that gets at the spending patterns of those with and
W t hout cover age.

On the next slide, this is basically the sane data
but just expressed as a percent of incone. This is a
measure that we've used in the past to neasure

beneficiaries' financial liability. As you can see, the
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medi cal expense not paid by Medicare is rising considerably
faster than the mean inconme for the aged popul ation,
especially for prescription drugs since 1988.

DR. NEWHOUSE: 1Is this averaged over persons or

what ?

MR. McDEVITT: Yes, it's averaged over per capita
i ncome for the post-65 population. |It's the P-65 series
from CPS.

DR. NEWHOUSE: But ny question is, is it averaged
for everybody or you took each person's percentage and then
aver aged that?

MR, McDEVITT: It's basically all of the dollars
for drugs divided by all the dollars for incone.

M5. MJUTTI: | think there's two ways to do this
calculation and one results in a higher percentage. W' ve
averaged it across all persons so it ends up being a little
| ower. You probably have seen ot her nunbers which are
higher and it's just a nethodol ogi cal issue. Both are
correct.

MR, SHEA: Just a question on what's included in
t he ot her nedical.

MR. McDEVI TT: The ot her nedical basically is
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normal |y what you'd think of as Medi care-covered services
that are not paid by Medicare. It also includes sone
services that are not covered by Medicare |ike preventive
care and things of that sort. Basically what we did here is
we have a mcrosinulation nodel that we've devel oped for use
with enployers in valuing their retiree nedical plans, and
it's run off of a gross claim the total dollars that are
generated in physician visits and other care. Then we take
out the Medicare conponent and what's left is what you see
her e.

MR. SHEA: But this would include out-of-pocket
for covered services, right?

MR McDEVITT:  Yes.
SHEA: And al so Medi gap i nsurance?
McDEVI TT:  Yes.
RAPHAEL: Does it include |long termcare?

McDEVI TT: No, it doesn't.

T 5 » 5 3

ROWNE: Does it include durably nedical
equi pnent ?

MR McDEVITT: It basically includes all acute
care services and prescription drugs. So in broad terns,

it's things that are generally covered by Medicare and
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prescription drugs. Prescription drugs are on the top part
of the bar though.

M5. MJUTTI: On the next slide we present a
di stribution of prescription drug spending for Medicare
beneficiari es based on MCBS data. As you can see in this
estimate about 14 percent had no prescription drug expenses
whi | e about 31 percent had over $1,000 a year with 6 percent
spendi ng over $3,000 a year.

DR ROWNE: Now this includes the disabled and end-
stage renal disease?

M5. MUTTI: Yes. This is total prescription drug
spending so it includes both out-of-pocket and insurance
expenses for drugs.

This slide discusses the national prescription
drug spending growth trends and factors driving that growt h.
As you can see we present a range in the projection of the
growh from 10 to 18 percent for prescription drugs.
woul d say HCFA cones in around closer to the 10 percent
range for the next 10 years, but we're seeing fromthe
prescription drug benefit managers that they're expecting
nore in the 18 to 20 percent range actually.

Interestingly, this gromh is largely due to the
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i ntroduction of new products and then growth in utilization
rather than drug price increases for existing drugs. You
see there's been about a 3.5 percent average annual CP

i ncrease for the market basket of prescription drugs during
1994 to 1999, so that's 3.5 percent of 10 to 18 percent is
just the increase in existing drug prices.

What's really driving it here is the product m X
and the new drugs which is driven largely by increased
manuf act urer R&D, which has produced a | ot of new drugs on
the market. W' ve seen an accel erated FDA approval process
t hat addressed both the backl og of new drugs seeking
approval and then al so neans the drugs can get to market
faster than they coul d before.

We're al so seeing incredible investnment in direct
consuner advertising. In a recent article that cited that
in 1998 pharmaceutical manufacturers spent $1.3 billion on
di rect consuner advertising. That was an increase of 55
percent over the previous year.

DR. RONE: During this period of five years
there's been sone nodest increase in the average age of the
Medi care beneficiaries, and drug utilization is strongly

related to age. | suspect those 14 percent that have no
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prescriptions are disproportionately a younger group than
t he people who are using nore. 1Is it possible that sone
significant part of the increase of 10 to 18 percent is not
related to sonme of these itens on the bottomof this slide
so nuch as it is just a change in the average age of the
Medi care beneficiary? |s your analysis corrected for that?

M5. MJUTTI: | think that's picked up in our
utilization.

MR. McDEVITT: We've done quite a bit of | ooking
at the phenonenon of aging of the population, howit relates
to medical costs. Over this short period, | don't think
it's -- it's not a mgjor factor. | think l[onger term when
you start seeing the ratio of post-65 and pre-65 really
changing after 2010, it wll be a nmuch larger factor then.

M5. MUTTI: This chart identifies the sources of
coverage for prescription drugs now. As you can it's risk
HMOs, enpl oyers, Medigap, Medicaid, and all other. All
ot her includes VA coverage as well as state pharnmacy
assi stance progranms. Then just for reference we've al so put
the Medicare-only on this chart. This is using 1995 dat a.

About 65 percent of beneficiaries have coverage;

35 percent do not. As you can see enployers were the
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| ar gest source in 1995 of coverage foll owed by Medicaid and
Medi gap. The risk HMO bar for those with drug coverage may
look a little low Again, this is '95. Enrollnent has
i ncreased substantially since then, so we woul d expect that
to be alittle higher. But of course, sort of a
countervailing force is the fact that sone of the risk HVDs
have started to curtail their coverage and inposed nore cost
sharing. So where that line is now today we don't really
know.

Al so evident fromthis chart is that not al
suppl enentary insurance is equally likely to cover drugs as
you can see. Say for exanple, Medigap, a |lot of the people
who have Medi gap coverage do not have drug coverage. 1'd
al so note, just in case you had any questions about
Medicaid, the little bar there that shows those with no drug
coverage is for the QvBs and SLI MBs, those |ow incone
beneficiaries that do not get the drug benefits through
Medi cai d; just their cost sharing.

DR WLENSKY: Anne, is the HMO infornmation
avai l able now? | know it was obviously not in the Health
Affairs article, but presumably that information is

avai |l abl e from HCFA because they know whet her there's drug
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cover age.

M5. MJTTI: Right, and Scott will be tal ki ng about
that in his presentation follow ng this one.

This slide, this gets to your point about spending
and whet her you don't have coverage. As you can see you
tend to spend nore if you have coverage. | think there are
several questions that we would need to ook into as to what
causes and drives this relationship. There's several things
to | ook at; whether enrollees with poor health status m ght
seek out drug coverage and that's why they're spending nore,
or whether it is that the nere presence of the coverage
means that you're going to spend nore.

We mght also want to | ook at issues concerning
the role of substitution of |ower-cost drugs by those that
don't have insurance. They mght just be substituting
generics and that's why they're spending less. W want to
look a little bit nore into that kind of relationshinp.

MR. SHEA: Just a question on this slide before
you proceed. Does this capture all spending in each
category? For instance, in the enployer is this those with
coverage, covers both the enpl oyer share and the enpl oyee

share?
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MR. McDEVITT: That's the intention. It's
basically Medicare current beneficiary survey self-reported
and then it's -- there's a |ot of data issues here, but
conceptually that's what it is.

M5. MUTTI: W' ve al so | ooked into what we know
about those who have coverage and those who don't. Wile
the data does seemto vary a little bit depending on source,
it does seemthat those people who do not --

DR. NEWHOUSE: Can | go back to the answer you
gave before. Maybe this is what you neant by the data
issue. But if I go and fill a prescription at the pharnmacy
| pay $5 or $10 or sonething and the insurance plan nakes up
the difference. Now | have no idea what the plan paid for
my prescription and ny enployer only knows, at best, what
they paid for a drug benefit over everybody. So how woul d
t hat enpl oyer paynent get figured in here?

MR. McDEVITT: M understanding is that MCBS does
sonme corrections on things |ike that, and they've done a | ot
of talking with the people at AHCPR on the MEPS survey, and
t hey' ve done sone cross-checking on the quality of data.
There are sonme differences in the data estimates that are

com ng from AHCPR versus MCBS, but ny understanding is
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they're doing sonme filling in or inputing of data that not's
-- where the beneficiary doesn't know t he answer.

DR. NEWHOUSE: | presune the beneficiary woul d
al nost never know the answer if the insurer paid unless it
was the old style indemmity plan where they got the bill and
t hen were reinbursed.

MR McDEVITT: | think that's especially true
today. Five years ago it was a lot less true than it is
t oday.

DR. RONE: On your prior slide with respect to the
expenses per enrollee in the Medi gap you have about $670 or
sonething |ike that for those who have prescription coverage
and less for those who don't. Is that out-of-pocket or is
that total including the insurer's expense?

MR McDEVITT: That's total. But there's been a
| ot of trends since 1995, too. W're really nore around
$1, 000 today conpared to then.

DR. RONE: Has there been mgration anongst the 10
Medi gap policies that have different amounts of drug
coverage fromnone to $1, 000?

MR. McDEVITT: My understanding is that, if

anything it's harder to get the drug coverage today than it
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was then.

DR. RONE: Harder to buy it?

MR. McDEVITT: Harder to get it, yes.

DR. ROWNE: Meaning underwiters aren't avail able
or the premumis higher?

M5. ROSENBLATT: Both. A lot of plans don't offer
it any nore because the prem uns have been so high. The
prem uns are very high

DR. BRAUN. The Medigap drug policies are al
nmedi cal |y underwitten, so when you need the drugs you can't
get a drug policy. |If you were fortunate enough to have
gotten it before you needed drugs and while you were
heal thy, then you have it. But if wait until you need drugs
then you're going to get nedically underwitten out of it.

MR. McDEVI TT: The nunbers you normal ly see when
you | ook at Medigap premuns are driven really by people
that don't have those policies. There's only about one-
third of the people that have any drug benefit and when you
average those premiuns in with the prem uns for everybody
else it's down around $1,000. But these premuns are up to
$2,500; they're much higher.

MR, JOHNSON. | guess the '95 nunbers concern ne.
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This is |like the BBA all over again. |If you |ook at what's
happened and what's driving prescription costs in enployers,
for exanple, it's only the last two cycles of rate increases
for commercial health plans. For exanple, in Mchigan Bl ue
Cross, in our own conpany in five years we've gone froma $3
copay to a $5 copay, to a 10, 20 headed nmaybe beyond t hat,
within the last five years. And within the |ast two years
now we're going to be up to 10, 20.

Certainly we've seen that across the board with
all enployers in Mchigan with the exception, CGerry, of the
uni oni zed enpl oyees, that enployers are reducing their drug
benefit and the cost is nmuch higher to the enployee now. In
fact the concept of whether Medicare drives the private
sector or the private sector drives Medicare, it's sort of
interesting, if you ook at '95 data there's no conparison
with reality in ternms of what's really going on out there in
the private sector with drug coverage and how that m ght
i nfluence enpl oyers and whether or not they'd even have a
drug benefit for a retiree any nore at all.

For exanple, our prem uns would have gone up 19
percent. By adopting the new benefit structure, they went

up 9 percent. So | think this '95 data business just really
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bothers nme. | don't know what we can do about it though.

MR. SHEA: | think there probably are sone data
sources available. W have an association with a project
called the prescription drug value project that AHAis in
and the AMA was in at one point | know. They're working
with one of the pharnmaceutical benefit nmanager groups,

t hi nk PCS, which has nuch nore current data.

M5. ROSENBLATT: Gerry, | would agree. | think
sonme of the PBMs actually nmake their data avail abl e.
There's probably a cost associated with it, but it would an
unbel i evabl e source of data and woul d gi ve you much nore
current data.

MR McDEVITT: The reason we used this 1995 data
is it covers the whole popul ation, the entire Medicare
popul ation. You're right, the PBMdata is very good and we
have access to that. But then there's questions about, how
is that population different fromeverybody el se? For this
first cut we basically were trying to get a | ook at sources
of coverage and quality of coverage and things |ike that.
This is really just sonme prelimnary work that we were doing
on it.

M5. MJTTI: So going on, this is just a slide that
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conpares certain characteristics of those who do not have
prescription drug coverage with those who do have coverage.
As | said, sone of the data does vary a little bit, but the
one that we have cited here indicates that both popul ati ons
tend to have the sane health status but they are nore |ikely
to be low incone -- these are people who do not have
coverage -- probably just right above the Medicaid incone
eligibility line, and that they are nore likely to be over
85 than those who do have coverage.

M5. ROSENBLATT: | just have one conment on this
slide. M experience has been that with and w t hout drug
coverage do not have the sane health status at all. Were
there's a selection |ike between Medi gap pl ans you get
tremendous adverse selection into the plans that do have
drugs. So that first bullet really surprises ne.

M5. MUTTI: Yes, that first bullet bothered us too
as we were looking into it because we did find different
data saying different things and | think it's definitely
sonmething we'd like to cone back to. You' ve got a good
poi nt .

On the final slide here we try and do a sunmmary of

the cost sharing by source of coverage. This slide shows
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that there's considerable variation in the cost sharing by
the type of coverage that you have. As you can see, across
the top of this slide we tal k about the annual prem um
contribution. That is both medical and prescription drug
prem unms there. Then the remainder are just the
prescription drug characteristics of the plan. So the
deductible is just for drugs, coinsurance for drugs, and
then the benefit maximumis nostly just for drugs.

What we show here is that the HVO option has a
relatively | ow average annual premum relatively nodest
cost sharing, but a maxi mum benefit of $500 to $1, 000.
These plans are avail able to about 70 percent of
beneficiaries. Mst of the managed care plans do have a
drug benefit, although as we discussed earlier, the future
of these plans and their benefit structure is likely to
change, and Scott will talk about that a little bit nore
| ater.

The Medi gap drug coverage is far nore expensive on
average and is, | would say, overall a |ess generous
benefit. The prem uns can range from $2,000 to $4, 500 and
t hat depends on where you live and how old you are also. It

has deducti ble and a 50 percent cost sharing with a benefit
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cap of $1,250 to $3, 000.

Enpl oyer coverage generally requires a substanti al
prem um of $500 to $600 from beneficiaries but the benefits
are quite conprehensive. But again, the future of this
coverage is a little uncertain. It seens that fewer
enpl oyers are offering this type of coverage and that
increasingly they are putting a cap on their benefits. That
while for many conpanies it has not kicked in at this point,
in the future it wll, which would nean that beneficiaries
woul d have to spend nore out-of - pocket.

Lastly, we have Medicaid coverage there which is
relatively conprehensive. But we'd just note that in many
states the eligibility for Medicaid is well bel ow 100
percent of poverty level so not everyone is getting the
coverage there.

DR. LAVE: Jack and | have been having a sidebar
conversation. The question that | have is, | had read
sonmepl ace that the differences in the premumfor getting a
good Medigap policy with a prescription drug benefit
conpared to the same benefits but not prescription drug
benefit, that the difference in the prem um was about equal

to the drug benefit that you actually got. So that a person
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actually would be just as smart not buying a drug benefit,
put the difference in the bank, collect a little interest
and they'd be better off. Nowam| right or wong about

t hat ?

M5. MJTTI: |'ve read the sane thing, but | don't
have the cite on that.

MR. McDEVITT: Fromwhat |'ve seen the prem uns
are all over the place. It's very difficult to get a good
nati onal nunber for this stuff because it really is locally
based and we don't get a good -- and they're rated
differently fromstate to state. You know, age rating and
not age rating, that sort of thing. So I think it's very
hard to generalize on that.

DR. RONE: One of the other features | think
that's in the marketplace, as | understand it, is the
devel opnent of two or three-tiered drug benefits in managed
care plans and ot her places where the anobunt of paynment on
the part of the beneficiary depends upon the kind of drug.
This is a quantitative analysis rather than a qualitative
anal ysis that we've seen. So that insulin you get or you
get plus a couple bucks, but Viagra you're paying yourself

or you're paying nore for or whatever.
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There are different kinds of categories of agents.
If you're willing to take a generic then it's cheaper than
if you have to get a brand nane. | see that there, but
that's just generic versus brand as opposed to different
formulary or not, different degrees of inportance, et
cetera.

Do you have anything to say about what you
understand to be the trends wth respect to that?

MR. McDEVITT: Yes. There's a |lot of novenent to
a three-tier copay structure. For exanple, United
Heal t hcare's nost popul ar product now has a $10 -- | think
it's $5 generic, $10 formulary, and then $30 for a brand
that's not on the fornulary. Those are all drugs that are
in the sanme therapeutic substitution category. So basically
they're not saying that they won't cover certain drugs. But
if you want to have the latest drug that's been directly
advertised to consuners and it's not on the fornulary, it's
going to cost a |ot nore.

| actually nmet yesterday with United and with
Cigna and Aetna the day before. United says that's been
very effective at holding their trend down. And | think

that's consistent with what we're seeing and what's driving
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trend, it's the new sort of high tech drugs that are very
expensive. So if you can have the right kind of cost
incentives to use other drugs where you're getting rebates
and di scounts, there is sone ability to control it. But
it's also very uncertain. As nore and nore new product
comes out it's not clear that that's going to be effective.

DR. WLENSKY: |Is the date fromthe survey of the
enpl oyer plans that's referenced there, is that basically
giving us a pretty good sense of what goes on now, so we're
not in as much of a bind with regard to the date issue?

MR. McDEVITT: Yes. The problemwth all this
data is the variation. That's what | think is a good
average. But there are sonme enpl oyer plans where the
retiree pays the whole thing. There's a nunber where the
enpl oyer pays the whole thing. So on the average | think
it's about 30 percent that --

M5. ROSENBLATT: Wiat year is the data, just to
foll ow up on what Gail is asking?

MR McDEMVITT: ' 99.

DR. WLENSKY: So we are getting a pretty good
reflection of what's going on as best you can tell now?

MR, McDEVITT:  Yes.
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V5. ROSENBLATT: But | think even from'99 to 2000

there's just so much change.

DR WLENSKY: | know, but let's not be
unr easonabl e.

DR RONE: It's only January.

M5. ROSENBLATT: | know but the renewals for
January 2000 are com ng out and as Spence said, there's
really been trenmendous -- |1'd say if you were to | ook at the
2000 January renewal s, which is when a | ot of business
renews, the biggest change has been in the drug benefit.

MR. McDEVITT: | think the biggest problemwth
t he enpl oyer coverage is you don't really pick it upin a
benefit design. It's really the contribution caps that --
about 40 percent of enployers have said, we're going to cap
our contributions so in the future we're never going to go
above that cap. So you may have a rich plan but the
enpl oyer's contribution to it is not going to pay for it in
t he future.

DR. WLENSKY: W can try for next sunmer or next
year to go and find out -- | think what we can try to do is
to get ourselves acquainted wth what is going on in the

nost recent data. But | think at sonme point we need to not
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pl ace unreasonabl e requirenments on our staff.

But if there's a way to go back to the issue that
sonebody asked earlier about whether or not this al npost
conventional w sdomthat the difference between the prem um
and the benefit that you get fromdrug coverage is basically
the value of the drug coverage, if there is any additional
work at some point you could do. It is sonething that has
been said, but because of the variation that exists |'ve
al ways wondered whether it was quite as sinple as it was
pr esent ed.

DR. KEMPER It's probably true on average.

DR. WLENSKY: | don't even knowif it's true on
average. It has been said. | just don't know -- |I'd like
to have sonebody --

M5. ROSENBLATT: Can | make a comment on that,
Gail? OBRA changed the way carriers were rating. | know
that was true for Blue Cross-Blue Shield of Mass when | was
there. They used to have a w thout-drug programand a wth-
drug program and the w thout-drug coverage was rated across
the entire risk pool. Then the drug plan got just the
actuarial value of the drug coverage. Wen OBRA cane out,

OBRA said you had to rate each risk pool that selected that
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plan or wwthin that risk class. So all of the adverse
sel ection of the people that were taking the drug benefit
went to the price of that plan and it really drove up the
prem uns of the plans w th drugs.

So ny guess is that the reason that you're hearing
this kind of thing is that | would say it probably even cost
nore for sonme people than the drugs that they buy because of
t he adverse sel ection of that class.

DR ROAE: | think it would be really helpful, to
nme at least, to have a kind of appendi x about the Medigap
program and the drug issues within the Medi gap program as
part of this work and as up to date as it can be. | think
that woul d be very hel pful

M5. ROSENBLATT: 1'd just add that | think what
woul d be very hel pful would be sone comment about the | ock-
in of the plan design in the Medigap plans prevents the
ability to do what is being done by enployers in the
commerci al sector where you're changing and putting in
formul aries and doing all that kind of stuff which cannot
now be done on the Medi gap pl ans.

DR. KEMPER: Can | just follow up on Jack's

comment of a minute ago? The distinction between life
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critical drugs and other drugs, it strikes nme that that's a
big issue in thinking about this is what's the covered
benefit particularly -- it's one thing for the digoxin
prescription, but if you' re getting the |atest fungicide for
your athlete's foot there mght be a different structure. |
didn't quite understand your response to that question in
terms of what's the private sector doing in terns of covered
benefits.

MR. McDEVITT: For the nost part |'d say the
private sector is covering things that are prescription
drugs. There's been a | ot of brouhaha about Viagra and sone
of these things, but there's very broad coverage. 1In
contrast, if you looked at Italy and France, they really
have gone down this road of trying to set sone priorities on
what are the nost essential drugs and categorized |ifestyle
and curative drugs and really tried to set sone priorities.

DR KEMPER: Wth different cost sharing?

MR MDEVITT: Yes.

DR. KEMPER. O just no coverage at all?

MR. McDEVITT: Different tiers of -- |I'mnot
expert onit. |1've talked to sone people who have been over

t here. But if | understand, it's different tiers of cost
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shari ng.

DR. KEMPER: Is there any evidence on conpliance,
prescriptions that are filled but aren't used and how t hat
varies by type of prescription, type of drug?

DR. NEWHOUSE: | had sonme data in the Rand
experinment on that and that answer seened to be that it
varied a lot by class of drug.

DR. RONE: There are a lot of data with respect
what used to be called conpliance and is now call ed
adherence -- a less derogatory term-- of patients to
t herapeutic reginmens, particularly with respect to the use
of nmedi cations and the influence of age. There was in the
begi nning, a feeling that ol der people were | ess adherent.

It turns out, | believe -- and I may not be exactly up to
date with respect to this -- that Medicare beneficiaries are
no | ess adherent to nedication regi mens than younger

i ndi vi dual s who have the sanme nunber of di seases and sane
nunber of medici nes.

So the issue is the conplexity of the reginen. In
a 28-year-old who happens to have four nedications and three
or four diseases is no nore likely to be nore adherent than

a 78-year-old. That the issue is one of conplexity. But it
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is a very inportant one. The data get to be very disturbing
when you get beyond insulin, which you have to take every
day or you're not going to do well, and you get to

medi cations for hypertension and ot her kinds of things where
there's no i nmedi ate synptomthat develops if you don't take
the nedication. The adherence rates are relatively | ow and
they're quite variable over tine.

DR. KEMPER Whuld that be related to coverage,
whet her it was covered or not?

DR ROAE: | can't answer that question.

DR. WLENSKY: Wy I'd like to urge the Conm ssion
to dois totry to focus today on whether the outline that's
been presented and the kinds of information with the input
that you've given thus far on clearly trying to get as up to
date information that we can, is going in the right
direction, as opposed to going through sone of the
particul ar issues in as much substantive detail because |
think that we will have an opportunity to cone back to do
this. There are sone areas that we need to cover today that
we won't have an opportunity to conme back to.

MR. SHEA: | do appreciate this work and | think

it's certainly tinmely and woul d be of great use in future
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di scussion. [|'ve got sonme comments on the experience in the
current actively working popul ati on and enpl oyers and
unions. But needless to say, a |lot of people are frightened
by what this is going to nean for health benefits generally
for the working popul ation.

| have a coupl e of suggestions. One is, | would
urge you to scour around and | ook at the people who are
actively researching this, and |I'd be happy to provide you
with some nanmes for that just to see what else is out there

Secondly, | would hope that while this focus on
outpatient | think is the primary one, | also would be
interest in seeing what the inpatient drug cost trends are.
At least |'ve heard froma nunber of hospital adm nistrators
that it's weaking havoc with sone of their budgets and that
seens to nme certainly an issue that we'd want to consi der.

Second, | would urge you to push a little bit nore
on the factors behind the costs, what's driving this, the
substitution issue, is it a certain class of drugs? 1've
heard sone anal yses seens to indicate that there are certain
cl asses of drugs, there are certain drugs within classes
that really account for |arge amounts of the overal

i ncrease.
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M5. ROSENBLATT: | thought the outline was

definitely going in the right direction. | just want to
enphasi ze a couple of things. On the benefit design, there
really are a lot of very recent trends going on as you
tal ked about, in ternms of the triple copay kind of thing and
| think we need to get into that. | was very pleased to see
the m nim zing adverse selection section in the outline.

| see there the degree of standardization in
benefit design, and as | just nmentioned, | really think we
need to get into a discussion of what has that
standardi zati on done to the Medigap plans in ternms of
hol di ng them back from what's going on el sewhere.

| also want to pick up on what Peter was asking a
guestion about the lifestyle drugs like Viagra. | do think
sonme of the conmercial carriers have done things |ike used
medi cal necessity guidelines |like other conditions. | think
that we all expect nuch nore of that so | think dealing with
that lifestyle drug issue and benefit design or nedi cal
necessity guidelines or some way of dealing with it would
probably be a good i dea.

DR. RONE: Fromny point of view, the nost

important with respect to this has to do with



10

11

12

13

14

15

16

17

18

19

20

21

22

33

substitutability or substitution of other health care

servi ces, which you have under 2-Gin your outline. | think

that froma clinical point of viewthe issue is, if you

don't cover nedications for individuals out of the hospital,

are they going to wind up requiring hospital services that

are going to cost nore for the Medicare programor for

society or for the individuals? | think that severa

anal ysis that was published in the New Engl and Jour na

suggested in New Hanpshire that's what happened. They had a

drug benefit. They couldn't afford it. They backed off,

and they wound up --

DR NEVWWHOUSE

They capped it.

DR. RONE: They capped it or whatever, and their

health care expenditures actually went up because of the

substituti on phenonena.

woul d t hink that policymakers,

menbers of Congress and others, need to be aware of what

data are available with respect to substitution. It would

seemto ne that's a critical issue. While you have it on

your list of 20 or 30 different things here, | think that

for ny own benefit, to prioritize what is known about that

woul d be very hel pful to policymakers in actually making a

deci si on about the actual

cost of prescription drug benefits
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if they were to be increased or decreased.

MR. McDEVITT: 1've asked that question to just
about just every PBM executive that |'ve talked to and |
think it's the Holy Gail of the PBMworld. Nobody can
really generalize, | think. |It's all very disease and drug
speci fic about whether there's savings.

DR. WLENSKY: It's going to be a short literature
revi ew

DR. RONE: That's fine, but I think it's useful.

DR. BRAUN: Under the area of benefits under each
type of coverage | think it's inportant also to consider
adequacy of the coverage not just the fact that they're
covered. Also | wonder whether in that listing, there
probably are others but one that occurs to ne is veterans,
because a |l ot of that popul ation are veterans.

DR. WAKEFI ELD: Actually, | think that the
response to Jack's question answered mne, which was just to
i nqui re about whether or not an analysis could tease out
when a drug is a substitute for another treatnment and any
sort of cost effectiveness of that substitution. But
basically I think you answered that question.

DR. LOOP: | wonder if you could study physician
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behavi or, the nunber of prescriptions witten by physicians
over time. Because it's ny inpression that physicians are
prescri bing nmore. Maybe they're affected by the adverti sing
demands or patient demands, but I'd |ike to know how
physi ci ans have reacted to new drugs and change in the mx
of drugs.

DR KEMPER: | like the outline and | guess |
woul d urge you to |l ook also at distributional benefits,
particularly distribution of sone of what coverage woul d
nmean since -- and along two dinmensions. One is, for nany
people it's a benefit that they already have, so getting
that benefit isn't really an inprovenent in coverage.

Secondly, it seens to nme one objective is these
hi gh out - of - pocket costs as a percent of incone, and you
worry about | ow i ncome people not getting the insulin and
the critical drugs. But if you ook at policy with a $500
deducti bl e and 50 percent coi nsurance and a $3, 000 maxi num
benefit, is that really going to solve that kind of problen?
So bal ancing that, particularly for | ow inconme beneficiaries
with the benefit design to control expenditures seens to ne
a fundanmental issue that we ought to think about.

DR. LONG Just one little footnote. |'ve heard
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anecdotally that a | ot of Medicare beneficiaries who are
also eligible for VA benefits get all their Medicare stuff
except prescription drugs and then go down to the |ocal VA

| have no way of know ng how we mght do this but | would be
interested if we could estimate the financial inpact if they
cane hone to Medicare if Medicare in fact included such
benefits.

DR. NEWHOUSE: About 20 percent of drug spending
is tied up in the retail distribution side. | think
inmplicit in the outline is sone of that, but it's not really
explicit that we're going to consider how to contract on the
distribution side. So | want to nmake sure we don't | ose
sight of that.

DR. W LENSKY: Any further comrents?

DR. LOOP: | read a year or so ago in the Wall
Street Journal that of the 10 top prescription drugs for
seniors, three are anti-depressants. You mght |ook at the
m x of drugs and the nost frequently prescribed just to see
what that shows.

DR. W LENSKY: One final thought and then I think
we' ve had a very good discussion on this is, the United

M newor kers health and retirenent fund where | serve as a
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trustee has been actively trying to do sone managenent of
the drug utilization, bringing in a gerontol ogist to work
with some of the prescribing physicians for patients that
have very |l arge nunbers of prescriptions and that appear to
be at risk for adverse interaction and appropri ateness and
use. You mght want to talk to the staff there to see if
there is any of the information that as they've gone through
that they would be willing to share with MedPAC in terns of
how t hat's gone.

MR McDEVITT: | used to be director of research
there, so |I'd be happy to do that.

DR. WLENSKY: Geat. Thank you very nuch.

Scott?

DR. HARRISON: In the draft chapter on trends in
t he Medi care+Choi ce program we prom sed you sone additional
information on the changes in the Medi care+Choice benefit
packages for the year 2000. M brief presentation today
will present sone of the staff's findings thus far and
afterwards | look forward to your conments and suggestions
on the chapter.

We conpared the Medi care+Choi ce benefit offering

fromtwo points in tine. The 1999 figures are fromplans in
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the programas of July 1, 1999, and the 2000 figures cone
from HCFA' s Medi care Conpare database fromearlier this
month. On the first table you' ve seen the top |line before,
it's general availability of Medicare+Choice plans to
beneficiaries. In 1999, 71 percent of the beneficiaries had
at | east one plan in the county where they resided. At the
begi nni ng of 2000, only 69 percent of beneficiaries had a
plan in their county.

The second |ine shows the percentage of
beneficiaries that have a zero premium plan available in
their county. In 1999, 61 percent of all beneficiaries had
access to a zero premumplan. Note that is 61 percent of
all beneficiaries, or about 85 percent of the beneficiaries
that had any plan available. Currently, the share of
beneficiaries with access to a zero premumplan is down to
53 percent. Thus, nore than 10 percent of the beneficiaries
that had access to a zero premumplan in 1999 no | onger
have such a plan available in their county.

We al so | ooked at the availability of drug
coverage through Medi care+Choice plans and the third |line on
the table indicates that in 1999 65 percent of beneficiaries

had access to a Medi care+Choice that included at | east sone
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coverage of outpatient prescription drugs, and that has gone
down to 64 percent for this year. There really is a wde
variation in the kinds of plans available, fromunlinmted
coverage to plans where you actually have to pay extra for
the drug coverage that anobunts to the same anmount as the
val ue of the drug coverage. Perhaps you're getting the
val ue of the drug card there; you' re not getting anything
el se.

Then the | ast nmeasure of benefit generosity we
included in the table is the availability of zero prem um
pl ans that included sone drug coverage. The table shows a
mar ked drop in access to this type of plan, dropping from 54
percent in '99 to 45 percent currently.

The next slide shows the sane neasures of
avai lability, this time for counties with different
Medi car e+Choi ce paynent rate levels. For all neasures, the
pl ans are nore available in counties with higher paynent
rates, as we've seen before. The availability dropoffs from
1999 to 2000 tend to be larger in the | ower paynent areas
and for plans with zero premuns. It seens as if the plans
have decided that they couldn't offer zero prem um any nore

but they were keeping up with the drug coverage, or at | east
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they were keeping up offering sone drug coverage.

The ni ne percentage point drop in the availability
of zero premuns in counties with paynment rates under $450
per nonth represents a 38 percent decrease in the nunber of
beneficiaries with access to such plans. The decline in
counties with paynment rates over $550 is about 2 percent.

The next slide contrasts the availability in urban
and rural areas. The very |ow nunbers support the notion
that rural area problens in attracting and retaining plans
go beyond sinply the fact that they tend to have | ower
paynent rates. This year only 16 percent of beneficiaries
l[iving in rural counties have access to a Mdi care+Choice
pl an that provides outpatient prescription drug coverage.
W' ve discussed in other parts of the chapter why rura
areas may be having trouble attracting pl ans.

The last slide |ooks at differences across paynent
update groups. The floor counties have | ow pl an
availability, but the erosion hasn't been that great, but
you're working off a small base. Blend counties had a | ot
of erosion this year. The m ni mum update group have the
hi ghest plan availability and package generosity, and the

1999 to 2000 dropoff is nodest among this group.
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| should note that even though 2 percent doesn't
seem|ike a |arge update, it has been | arge conpared with
t he negative growmh over the past two years in Medicare fee-
for-service spending. At l|least |I'm guessing that when HCFA
announces prelimnary updates either today or Monday we
shoul dn't be surprised to hear that HCFA projections, given
the correction that they need to make for 1999, that all the
counties are going to see updates of only 2 percent for
2001.

| ook forward to any comments.

MR. SHEA: D d you go back and | ook at the nunbers
for Medicare risk plan benefits in 1998? |If so, was there
anyt hi ng useful there.

DR. HARRI SON: The data is there, but it is not
clean. W will invest sone tine to try to get it clean.
HCFA has i nproved the reporting each year. '99 was pretty
dirty. 2000 actually | ooks pretty good. But '98 was still
ki nd of ...

M5. NEWPORT: |'ve already told Scott this but
"1l say it publicly, | thought he did a fine job on the
draft. |[|'ve got a few edits that, as always, |I'Il share

with you later.
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A couple things | wanted to conment on in general
in ternms of what the effect of sone of these changes has
had. Qbstacles to participation. | think one of the issues
wi th provider-sponsored organi zati ons was m spl aced or
inability to look at it in terms of certain |evel of
econom es of scale. There were a |ot of idealized plans out
there for a while that you could start one of these and the
huge up-front investnent in doing that was overl ooked.

Al so, the expectations where we could just build sonething

around a small hospital -based provider system and keep the

enroll ment to sonething like 12,000. | actually had people
say that.

| think one of the things that always the
expectations, the perception and reality are quite different
in sone of this and what it takes to do properly, and how
long it does take to growit. | think, especially froma
freestanding start.

| think that in addition to the regul atory burden
whi ch has been anplified even beyond our expectations from
BBA, | think that there are efficiencies in this business
t hat have to be driven and thought about very differently.

So it's just an enphasis.
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The other thing on the PPO side, | think part of
the problemthere on the HCFA adm nistration of the
regulations is as nuch the quality issues as HCFA' s
inability to not inpose regulatory structures that work for
managed care in ternms of protecting the beneficiary, but
just aren't needed in ternms of PPCs. | think that that's a
real conundrumthat potential plans would face in terns of
trying to do what would be a normal PPO operation. Just
there's a conflict there.

So | don't know that you have to change anything
in your draft, but I think just keep that as a part of naybe
ongoi ng neasurenent of the effects of BBA and obstacles for
getting in and offering nore choice.

One thing too, the MSA application that's for 30
states, | think we just have to keep an eye on that.

DR. HARRI SON: Private fee-for-service.

M5. NEWPORT: That's right, the private fee-for-
service piece. |1've always been intrigued by that whol e
i dea that you would go off and spend that nuch nore noney as
a beneficiary to have this private fee-for-service. So they
m ght get their application through but 1'd really like to

see who signs up for that. [|'mintrigued.
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So again, | wouldn't suggest any changes but maybe
as we go forward to take a | ook at how successful these are.
That's it for now. | appreciate it.

MS. ROSENBLATT: Scott, as | nentioned here
earlier today, | too thought this was a great paper. | do
have a couple of things | want to raise and see if the other
conmmi ssioners agree with ne. Wen you tal k about the PSGCs
t hi nk you do a good job of saying the physicians and ot her
provi ders conpl ain about the regulatory burden but there are
really other things doing it. Maybe there's not just a good
connection between providers nonitoring thensel ves.

But you never explain what those regul atory
burdens are. And in particular, the biggest regulatory
burden to ny way of thinking has been the surplus
requi renent, which | think is absol utely needed,
particularly -- a lot of us were tal king yesterday about
Harvard Pilgrim So we nmay just want to add a sentence that
this is regulatory burden that's needed and there have been
exanpl es of health plans getting into financial trouble.

The other thing that was kind of tone thing that
|"d like to hear from other conm ssioners on, | think you do

a real good job of tal king about the bal ance between the
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need to increase enroll nent, and one of the things that
managed care plans have to offer to do that are richer
benefits. But as | was reading the paper | kind of get the
feeling that we were blessing the richer benefits. | guess
"' ma proponent of decreased benefits, and I was just a
little bit concerned about the Comm ssion sending a nessage
very much in favor of increased benefits. So | would
appreci ate hearing from other comm ssioners on that.

Then there was just one small thing on page 16
when you tal k about HMO average premiumrates from'97 to
'98. Again, the nore recent data | think woul d probably
| ead you to higher rate increases in the comercial sector
if you | ooked at '99 and 2000.

DR. RONE: Do you want to qualify your genera
statenent on the record that you' re a proponent of decreased
benefits?

M5. ROSENBLATT: |'m a proponent of insured
benefits havi ng adequate copays, et cetera, to adjust
utilization. 1 do believe that increased benefits leads to
i ncreased utilization.

DR. WLENSKY: | think there was a conversation

that was -- | can't renmenber, in one of our reports | ast
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year that referenced a sonmewhat unreasonabl e expectation
that you could continue to have the very substantial benefit
di fference being financed that were basically being paid the
same or 5 percent less. | think that was a very useful

i ssue that was raised before and we ought to raise it again
within this context.

And at |east part of what Alice may have been
raising is the notion that while extra benefits may have
been the draw in the past for joining a risk plan,
presumably it will require, as we get better with risk
adj ustnment, being able to provide a service that people want
in the formof networks, of reduced adm nistrative hassle,
sonme kind of additional coordination or other best practice
strategies that plans wll need to devel op and market, as
opposed to maki ng use of sone of the extra noney that has
been | everaged over variations in spending around the
country.

But togoinalittle, I think it will require in
havi ng t hat di scussion be understood, to tal k about the
variations in spending that exist around the country that
get driven fromthe traditional Mdicare; what that's neant

in the past for the Medicare+Choice plans. And as we try to
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get rid of sonme of that, what that neans in the future for
their being able to | everage thensel ves. But one of the

i ssues that has bothered ne a great deal is that we tend to
focus this, in general, only in terns of being a

Medi car e+Choi ce issue, those variations, as opposed to being
fundanmentally a part of the Medicare programas we now know
it. So it mght also be useful if you would raise that.

W saw it again when M nnesota is suing the
federal government because the Medicare benefits are
different, and ignoring that for the 88 percent of the
popul ati on who are not part of Medi care+Choi ce, the sane
argunment could be made in terns of differential Medicare
spendi ng across the country. So if we get into this, |
woul d hope you would be clear as to why this happens. It's
not just a Medi care+Choi ce issue.

MR, SHEA: Just so the record isn't only on one
side. 1 think we have to keep in mnd, as |I'msure we do
generally, that there was a trade-off here and peopl e agreed
to, when they went into a risk plan agreed to reduce choi ce,
in some cases severely limt choices, and other of the
attri butes of managed care, which usually involve at |east

sonme restraint of access in mld kind of ways. You know,
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the waiting tinmes and so forth. And in sonme cases, nuch
nore severe problens in terns of the problenms with the

pl ans, switching and so forth. They did that for econonic
reasons largely, to get a better benefit package. So there
was a trade-of f and people were paying here to get there.

If we now go down a road of saying, that's okay
but now we're going to restrict the benefits so that you're
going to be paying nore and nore, | just think we'd have to
|l ook at that in ternms of what's the fair trade-off. [|'m not
suggesting that there should be zero paynments or any of this
stuff, and | think there is sone, at the low end, | would
grant sonething to the utilization argunment here. But from
many years of experience of representing people of nobdest
income who are trying to just handle the health care
equation in a sensible, balanced way, it's easy to go the
other way and to create just tiers of people in the health
care system sonme of whom have much restricted access and
i ndeed substantial financial burden that other people could
handl e.

|"mjust saying that there's the classic two sides
to this discussion and we need to keep both in m nd.

DR. LAVE: | just had a couple of observations.
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too like this chapter. | had a couple of questions which
may be editorial but | think that they reflected sone
thought. In the introductory paragraph, the last thing it
says, other policynmakers wanted to see continued rapid
enrol l ment in Medicare+Choice plans. | think there has to
be a because after that. | nmean, why would they, other than
the two reasons that we had gi ven before?

The reason that | thought about which we may want
to put in or put out is that I think that there is a goal on
sonme people's part to try to put in a place an
infrastructure that would facilitate a change in the nature
of the program Unless you have a | ot of plans out there,
it's hard to make substantive changes.

So whether we want to raise that red herring, or
not, but I think that we have to have a because there,
because that's a different reason than nore choices. It
says that you want to change the structure. | think we have
to come back to the realismand unrealismof what you can
expect people to get with the sane prem um

The ot her question that | have was that | wasn't
terribly sure why the provisions that they're doing should

not result in long termcost increases. It seened to ne
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that some of the things that they were doing actually were
| eading to long termcost increases because if they have to
keep on raising the Medi care+Choice 2 percent in order to
get things in. So | wasn't terribly sure what that added,
and unless there's sonething I wasn't picking up | don't
think we necessarily want to make a comment about what the
strategies are going to do.

DR. HARRI SON: That sentence was referring only to
the BBRA provisions. Right, the only two things there that
would lead to long termincreases was the change froma
mnus .5to .3 in 2002, and the tenporary risk adjustnent,
so that eventually risk adjustnent gets back to where it
was.

DR. LONG At the risk of having nore nunbers on
pi eces of paper, it would be helpful to ne if we could show
absol ute nunbers as well as all the percentages that you
have on your slides today. Since the bases change for each
of the categories, I'd be interested in knowi ng, to the
extent we can, the absol ute nunber of plans, the absolute
nunber of beneficiaries that are in these various categories
and the changes from'99 to 2000.

DR. WAKEFI ELD: | liked this chapter as well and |
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t hought that the discussion of urban versus rural contrasts
were really hel pful, and certainly that the case with the
charts that you provided this nmorning. So that's really
great. Thanks nmuch for putting that together.

Two quick conments. | also wondered whet her or
not it mght be useful, on page 24 for exanple, you nake the
statenent that the panel that had testified suggests that
HVOs may not be the nost appropriate plan structure for |ess
densely popul ated areas. No argument about that.

| was wondering if it mght be, especially in
[ight of the charts you' ve shown us, whether it m ght be
worth putting in a sentence that coments on, absent managed
care plans, especially absent managed care plans for the
vast majority of rural Medicare beneficiaries that have a
drug conponent, a prescription drug coverage conponent to
them should that encourage sonme additional assessnent of
the ability of especially low incone rural Medicare
beneficiaries to access suppl enentary coverage in addition
to traditional fee-for-service?

Should we look a little bit nore in that direction
know ng that the same choice that exists for their urban

counterparts -- that is, urban counterparts coul d obviously
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opt to choose from Medi care+Choi ce plans, doesn't exist, and
especially doesn't exist in light of these data related to
plans with a prescription drug benefit. So naybe sone
comment that effect.

Anot her question that | have and naybe Janet can
answer this actually is on page 14 there's a statenent where
you say that nanaged care organi zations are in a weak
bar gai ni ng position to get lower rates fromrural providers.
Here's ny question about that. It seens to ne, why would
mar kedly | ower rates be necessary to negotiate since it
seens to me that we woul d al ready have providers being paid
at lower rates in rural versus urban areas? |In fact the
real costs that could be negotiated out would be nore
associated wth urban facilities and urban providers that
tend to do nore of the high end work.

| was just wondering about the tone of that, that
MCOs are in a weak bargaining position to get |ower rates,
whil e those providers are already paid at fairly low rates
inrural areas. So | was just wondering about the sense of
that statenent. But nmaybe you're covering sonething |I'm not
famliar wth.

M5. NEWPORT: That's sonmething | didn't catch and
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| think your point is well taken. | think what it should
enphasize is that in areas where -- and | don't nean this in
a negative way, it's just a fact -- there are essenti al

nonopol y services and you have constraints in terns of state
|l aw and licensure requirenent in terns of drive tinmes and
accessibility and availability in certain areas, providers
can get paid at a higher rate on a fee-for-service basis in
Medi care -- sinple economcs -- than what the plans are paid
to cover their costs.

So this is a conflict that essentially has al ways
been there but nowit's being anplified. You used to be
able to do sone, basically cross-subsidization, going into
nore and nore rural areas because we had a pretty good base.
That's why the issue and the contraction and the |ack of
expansion in the industry right nowin terns of -- we only
had two expansions |ast year. That's all my regulatory shop
used to do practically. | haven't done one in a long tine.

So that issue there is the indicator of what's
happeni ng as paynents are starting to flatten out and fee-
for-service paynents are not. So | think that maybe there
is a tone correction here or enphasis that needs to be

straightened out a little bit. But |I think it's just sone
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of the areas -- 1've said this before. | don't know if you
were on the Commission at that point. W didn't so much
exit counties as were exited by the providers.

DR. W LENSKY: Specifically, when sonme of the plan
groups canme in to talk with Murray and nyself and staff at
our request, what they had indicated was that the |ack of
conpetitive pressures in rural areas that you see in urban
areas indeed didn't allow for any savings in terns of
provi der reinbursenent, which is sonething that plans
frequently can do in very conpetitive urban areas.

Whet her or not they get paid |ower or higher is
beside the point. Relative to what Medicare is spending,
can the plans get any better pricing? And the answer was,
because there was so fewin themin rural areas they
basically couldn't. Furthernore, since the reporting
requi renents were an added burden that providers had to deal
with, it didn't provide nuch incentive for themto join the
pl ans. So that was indeed what we heard.

M5. NEWPORT: |'ve been a longstanding critic of
the notion that the industry itself put forward for many
years that we should be everywhere. | just never thought

that that was a realistic assunption. W sort of got
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foisted on our own petard, if you will, on that. So I think
that it just doesn't nake sense at a certain point. It
doesn't work. You've got to partner with providers, and
it's not a good partnership automatically.

DR. WAKEFI ELD: 1'd just add, | think that that
was the tone that we got fromthe rural expert panel who
testified before this comm ssion, that this isn't
necessarily the way to go on all rural, sparsely popul ated
areas. |If not that, then again using the exanple of
prescription drugs that | was speaking to initially, then
what? So if that's not reasonable, which it would certainly
woul d seemto be that it is not reasonable to have
accessible in all areas, then what? Which is what pronpted
my first point to you.

DR. KEMPER: | just had a comment on the paragraph
at the top of page 16, the second half of the paragraph.
There are a couple of coments in there which | wasn't sure
we necessarily wanted to nmake. One is that efficiency gains
from managed care have al ready been achieved. |'mnot sure
we're at the point to really know that that's the case. |In
fact one would hope that we're | aunching a change that woul d

have additional |long run benefits for cost as well as
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quality.

You al so tal k about profitability and the effects
of the underwriting cycle on profitability, which | don't --
but | wonder whether our paynent policy ought to be driven
by the underwiting cycle in the commercial sector. So one
way to treat this would be a nore general statenent about
paynent versus additional benefits, because | just think
t hat paragraph needs a little work.

DR. W LENSKY: Any ot her comrents?

M5. NEWPORT: Just one note. In your references
in the BBRA to allowng institutionalized folks to not be
| ocked in after 2002 when there's going to be a lock-in in
enrol I ment periods, | think that we need to keep an eye on
what | would see as probably a series of efforts to create
exceptions to the closed enrollment piece. | think it's
going to becone a nore inportant issue in terns of
stabilizing the industry as well.

Again, | don't think you have to change this but |
t hi nk the Commi ssion needs to take a | ook at that issue.
It's a lot broader than it first appears and has a lot to do
wi th beneficiary access and protections, and | think it's

sonmet hing that we have to be careful of as we go forward.
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DR. W LENSKY: Scott, let nme try to anplify a
l[ittle bit a point Mary raised with regard to this issue
t hat perhaps we don't have quite the right choice set
avai l able yet. | would see this chapter, going back to sone
of the issues that we raised in the past about trying to
open up choices for seniors, making sure that we don't have
forces in there that basically lead to unstable results
because of the design of these. That gets to sonme of these
variation in pricing and expenditure issues that | had
nmentioned earlier, and sone of the difficult issues that now
exi st because of the way statutorily these are defi ned.

It would al so provide an opportunity to raise the
fact that whatever is going to work in rural areas, if we
want to allow choices, the pretty rigid structure of what
kind of plans can exist isn't likely to do it. It doesn't
appear that that's going to happen. And to talk nore -- we
can at |east tal k about sonme of the other nodels that have
been raised, that our rural panel raised that m ght be nore
appropriate for a rural setting that doesn't quite fit the
rigid, regulatory nodel of a risk plan in Medicare+Choice.
To just give it alittle bit of bal ance.

To the extent that we have too many goal s bei ng
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pl aced on this one program | think that one of the
fundanmental questions is, do you want to have a stable plan
and set of choices that people can choose from or are you
trying to do this to drive savings in the progran? That
fundanmental |y takes you off into directions. And that we
have had too many objectives in this one program and
consequently not seeming to be very happy with what we're
changi ng, and clearly not achieving sonme of the goals.
think that's a part of what you've heard this norning.

DR. RONE: Scott, | just had a couple conmments on
the figures, to get back to yesterday's thene of the
cartoons. Because there's a dissonance here between readi ng
the chapter and hearing the di scussion about some of the
pul | -back, if you will, in the marketplace and then | ooking
at these figures.

Wth respect to enrollnent, I'mreferring to this
page that says M+C chapter chart one. You have two figures
on that page. Wth respect to enrollnment, | think we have a
floati ng baseline here. That the total nunber of Medicare
beneficiaries has changed and it sort of suggests it's
stabl e here. W should have a percent penetration or

something that like that would be a nore fair representation
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of what's happeni ng.

Wth respect to growh in enrollment, obviously
that is a direct function of penetration. For instance, if
you were up to 98 percent and you got to 100, your growth in
enrol l ment would only be 2 percent. It would be a very | ow
nunber on this chart and it would |l ook |ike you were doing
poorly. So actually what you want to represent | think is
the percent of the available market which is penetrated, how
much mar ket share that you don't have are you taking, as
opposed to your growth in enrollnment which is a kind of
di m ni shing returns kind of figure.

| nmean, if you |look at this you say, why is
enrol | ment going up and growh in enroll ment going down, and
how can this be? So | think that if you made those nobdest
adjustnments it would be nore concordant with the text.

DR. WLENSKY: Thank you very nuch. Do you fee
i ke you have enough gui dance?

DR. HARRI SON:  Yes.

DR. WLENSKY: W're going to do now the
beneficiary access to quality health care that we postponed
yesterday. Beth?

M5. DOCTEUR: Housekeeping first. The draft
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found behind Tab E in your binders. Like Chapter 4, this

chapter also has a plethora of authors, half of whomare up

here at the table and others are in the audience in case you

have specific questions that they can be hel pful wth.

Let me say that Janet and | were going to be
sharing this presentation. | was going to be sonme of the
overview and tal king us through the recommendation, and
Janet was going to be presenting the findings fromthe
anal ysis of the Medicare current beneficiary survey.
Janet's been stricken by laryngitis so she's going to be
here to croak out sonme answers to questions if necessary,
but 1'Il be your presenter for today.

For the benefit of the audience, the topics that
are covered in the chapter focus on describing the BBA and
t he BBRA changes that we have think have the greatest
potential inplications for access, and sumari zing the
studies of the effects of those changes where we have
studi es conducted either by MedPAC or studies that others
have done that have | ooked at the extent to which those
changes, particularly the BBA changes, have affected

beneficiaries' access to care.
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We al so have an analysis fromthe 1997 and 1998
Medi care current beneficiary survey that | ooks at various
nmeasures of access to care and satisfaction with care anong
beneficiaries. W also have an analysis of trends in
beneficiary financial liability that Dan presented to you
| ast nmonth and he has nade sonme revisions to that analysis
that is included in the chapter.

Let me sunmarize the findings fromthe 1998
Medi care current beneficiary survey analysis that appeared
in the draft chapter. W conpared the characteristics of
beneficiaries who were in the traditional program and
Medi car e+Choi ce just to give a sense of how the popul ations
vary which can help in interpreting sonme of the finding
|ater on in the chapter. As we found in the past, we found
that rural residents, disabled beneficiaries, and those in
poorer health are nore likely to be enrolled in the
traditional program versus Medi care+Choi ce.

We al so found, again as we have in past anal yses,
t hat beneficiaries who are African-Anerican, in poorer
heal th, functionally inpaired, disabled, of |owincone, or
| acki ng suppl enental insurance continue to be nore |ikely

than others to experience access problens in the traditional



10

11

12

13

14

15

16

17

18

19

20

21

22

62

Medi care program

Now goi ng on to sone of our conparisons of access
bet ween 1997 and '98 |let ne make a coupl e of general
statenments before going through the findings. As you know
we had hoped to bring you this analysis in Decenber and we
were unable to do so because we were not able to get the
data until the end of Decenber. W' ve included the tables
in the report and we are confident in the estimates that are
presented to you. |'m sure some conm ssioners noticed that
the tabl es conparing '97 to '98 doesn't show whi ch changes
are statistically significant.

We have run sone statistical tests on these
nunbers at this point and we're reporting to you those
prelimnary findings based on those tests. However, | would
urge caution. There is a possibility that some of these
determ nations will change. W need to revisit the tests.
The survey sanple if very conplicated and it involves a
| ongi tudi nal survey where sone of the survey respondents are
t he sane respondents in '97 and '98. There's al so sone
cluster sanpling issues.

The short answer is that we're confident in the

estimates and any changes that were found are very small
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However, which ones are significant is still subject to
change. You'll see another iteration of this so you can see
whi ch changes have conme about. So with that caveat, let ne
go through the findings very quickly.

Looki ng at the access and satisfaction in
traditional Medicare from'97 to '98, we did find a snal
decrease in reported del ays due to cost. W also found a
small increase in the percentage with no office visit from
97 to '98. We didn't see a change in access by other
neasures, and we didn't see changes in satisfaction rates.

Looki ng again at the Medi care nmanaged care side of
things, looking from'97 to '98 we saw a snall increase in
t he percentage of those who said they del ayed care during
the past year due to cost. W didn't see changes in other
access neasures nor satisfaction rates. Fewer beneficiaries
said that the reason they joined their plan was because of
| oner cost, and nore said that they did so because of better
benefits. W did see a small increase in coverage of nost
benefit categories. Keep in mnd this is a survey asking
beneficiaries, did you have coverage X benefits? So this
isn't something that's derived from HCFA data of the

benefits |ike Scott's analysis that you just saw previously.
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The draft chapter conclusions for your discussion
are first that we don't see evidence at this point that the
Bal anced Budget Act changes have posed a significant threat
to beneficiaries' ability to obtain needed nedical care.
This is the overarchi ng concl usi on based on the studi es that
we reviewed in the chapter. But we also go on to say that
where we did sone findings of potential problens, they
warrant further exam nation.

To review sone of the findings that we highlighted
for potential further study or nonitoring include our
finding that the percentage of Medicare beneficiaries who
| ack suppl enental insurance coverage has increased
consistently from'96 to '97 to '98. And several of our
findings in this study that show that these beneficiaries
have hi gher rates of access problens than others is
sonething to keep in m nd.

Al so, another exanple of a finding that we' ve
hi ghlighted is findings from studies by other groups that
have shown that there potentially are problens with access
to skilled nursing facility care for beneficiaries who are
nore nedically conplex. W note that there are changes in

the BBRA that could affect those and it's sonething to keep
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an eye on in the future.

The final conclusion then is that continued
vigilance is still needed due to the nature and scope that
are still underway. We've noted in the chapter that a | ot
of things that the Comm ssion has highlighted for attention
haven't actually been inpl enented yet.

So that brings us then to the draft
recomendations in this chapter. This draft recomendation
reflects first the fact that the congressional mandate that
the Secretary nonitor and report annually to the Congress on
access to care has now expired. As we note in the chapter,
this mandate was inspired, notivated by the nove to the
physi ci an fee schedul e which has now been fully phased in.

W try to make the case in the chapter that sone
of the changes that are underway now as a result of the BBA
are equally significant in ternms of potential effects on
access to care. And therefore suggest to you this draft
recommendation that the Secretary should periodically
identify potential problens in beneficiaries' access to
care, and should do studies to determ ne whether in fact
t hose potential problens have arise, and to report annually

to the Congress on the findings.
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DR. W LENSKY: Wuld you like us to take up the

specific recommendation at this point?

M5. DOCTEUR:  Yes.

DR. W LENSKY: Any comments? Any reason not to
proceed forward?

MS. ROSENBLATT: | support the recommendati on but
have a couple of coments on the chapter.

DR WLENSKY: W'Il|l do that in a second. Are we
all confortable with regard to the recomendati on?

Ckay, why don't you go ahead.

M5. ROSENBLATT: These m ght be editorial, but
some of them may not be considered editorial. On page 25
there is a comment taken froma PPRC study in 1997 that
says, in general Medigap policies offer fewer benefits at a
hi gher cost than other forms of supplenental insurance or
managed care plans. My guess is if it was in a report from
1997 it's based on pretty old data and |I'm not sure that
woul d still be as true a statenment as it was back then

| have a simlar conment on page 28 at the top
Agai n, individuals purchasing Medi gap reported havi ng hi gher
prem uns, higher out-of-pocket costs. While |I think Dan's

study shows that that's true, again |I'mjust concerned about
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does this match with recent data.

Then on page 29, the m ddl e paragraph, in general,
beneficiaries with enployer-sponsored plans have | ower
prem um costs than those in Medigap plans. |Is that because
of the enployer cost sharing or is it really a true |ower
prem um cost pl an?

MR. SHEA: Just on this point. | thought that the
evi dence was pretty strong and sonet hi ng which we tal ked
about earlier that the Medigap coverage is not a great deal.
What happens in enpl oyer coverage is that the enpl oyer
provi des sonme package of benefits with nmuch smaller cost
sharing. So as an econom c equation it's a better deal for
the beneficiary. Maybe |I'm m ssing your point.

M5. ROSENBLATT: My point is, it's a better deal
for the beneficiary because of the enpl oyer cost sharing.
Wereas the sentence here nmakes it sound like it's just a
better deal whether or not there was enpl oyer cost sharing,
and that was ny point, Gerry.

DR NEWHOUSE: But we know that the individual
Medi gap has nuch hi gher | oadi ng because it has to be
mar keted individually. So in that sense it's a better --

that hasn't changed and that would seemto be a dom nant
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factor.

M5. DOCTEUR: If | could just clarify, one of the
comments you pointed to was the sentence on the top of page
28, individuals purchasing Medi gap reported having higher
prem uns, higher out-of-pocket costs, and fewer benefits
than they had previously in their managed care plan. That
actually is very recent data. That is fromthe Lashover '99

study of folks who |ost their managed care coverage. So

that one at least is still about as current as..
DR. KEMPER: | have a nunber of comments on the
chapter which I can give you separately. | wanted to focus

on the summary statenment up front because it seens to ne in
this chapter that sumary paragraph is as inportant as a
recommendation would be in a different chapter. There are
two comments | have.

One is with respect to the bal anced budget
changes, BBA changes, which | think is what you focus on
now, it's kind of a m xed nessage. It struck ne that the
first bullet that you had that there are really no access
problens is overstating what you found. That there's no
strong evi dence of pervasive access problens m ght be the

case, but that there are indications in studies of others of
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areas where there m ght be problens that warrant further
noni t ori ng.

So the second two bullets that you had on that
slide seened to nmake sense to ne, but the first one
undercuts themin the generality. So that's one conment.

The other is that it seenms to nme that summary
par agr aph ought to reiterate findings fromthe past that
haven't changed. So that we found, as before, that there's
differential access for vul nerabl e popul ati ons, persistence
of catastrophic costs. Actually, | guess that's a new
finding. But in any case, having nothing to do with BBA.

| guess | thought that the decrease in the percent
of people with suppl enental coverage was sonet hing that
ought to make it to that summary paragraph because you did
denonstrate that they seened to have poorer access. So the
general nonitoring findings, even if they' re just the sane
as it's been in previous years about differential access, it
woul d be worth reiterating that.

|"d be interested if others agree with that, but
that nessage it seens to ne is sonething we all ought to --
whatever it is, we all ought to agree on.

DR. W LENSKY: Let nme just ask you sonething
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followi ng that specific issue. M recollection of previous
findings, to the extent that we reiterate previous findings,
is that what Medi care has shown is that except in areas that
were so-called hot spot areas where the probl em appeared to
be lack of health care personnel and health facility
availability, there has not been any systematic access
probl em t hat has been observable in Medicare. That's sort
of statenent one.

Then statenent two, vul nerabl e popul ati ons have
historically or traditionally had sonewhat nore difficulty.
But again, the blanket statenment that at |east has been
made, to the extent that we reiterate bl anket statenent, is
that there does not -- it doesn't seemquite as strong a
statenent as you may -- no strong evidence is that the
general look is that there doesn't appear to be systematic
access problens in Medicare.

That what exists seens to be related to the fact
that there's a problemin the area; it's not a Medicare
probl em VWhich of course, | would say about the sane with
regard to the catastrophic is that that's a clear design
probl em as opposed to a Medi care access problem It's |ike

sayi ng Medi caid doesn't cover all of the poor.
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DR. KEMPER: Right, although this chapter covers
both. So | guess if you' d say what out of the findings of
the chapter ought to be pulled out and highlighted, it seens
to me that's one of them

| agree with your first conmment that sort of broad
brush real access problens --

DR. W LENSKY: That's what it was. But | don't
di sagree with you --

DR. KEMPER: That m ght be a way of dealing with
my first comment, that that overarching statenent undercuts
the BBA. The BBA could be treated sort of as hot spots or
maj or program changes with sone cautionary findings of
ot hers.

DR. LAVE: | wanted to really reinforce what Peter
said, and that has to do with what do we infer fromthe
access to hone health agencies and SNFs fromthe data that
are presented in here? First of all | would say that the
report is not entirely consistent with that. Sonetinmes we
don't find anything. Sonetinmes we find suggestions.
Sonetimes we find nore.

| guess as | read this |I was com ng out nore where
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Peter is, that it looked to ne as if there was the

I'i kelihood of serious problens comng up. So the general
conclusion | think would not raise the | evel of concern that
| felt when | read the report. That's sort of reading and
listening to people. Now it is clear that people eventually
seemto find sonething, but we don't really know what
happened between the tried to place and the eventual -- so |
j ust suggest that you | ook at that.

The second thing that | have, and this is just a
term nology thing. | would say that the prospective paynent
system for SNFs has actually been inplenented. They are
being fully prospectively. Wat's being phased in is the
national rates. There is a difference |I think between those

two concepts because they are being paid fully

prospectively. [It's the national rates that are being
phased in.

DR. BRAUN: | wanted to cone back to Alice's
retiree enploynent insurance and Medigap. | don't know if
that has changed. | do know that nore retirees are now in

HVOs and they're fairly well covered. But | know that in
the past the problem was that enployer retiree coverage was

frequently duplicating Medicare and really the only
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advantage -- so they had the sanme coi nsurance
responsibilities they would have with Medicare or actually
were using Medicare. The only thing was the prescription
drugs, which was a great benefit. And | know a good many
peopl e carry both Medigap to cover the coinsurance situation
and also their enployers in order to cover their
prescription drugs. But | don't knowif that's still the
situation or not.

M5. ROSENBLATT: Thanks, Bea.

DR. NEWHOUSE: |I'mwondering if it isn't
worthwhile putting into the summary an explicit statenent
about that no study has addressed the SNF issue,
particularly if we retain a flavor of broad brush things are
okay, since that was a major change in the BBA? W do
address it here. | nean, there is reason to believe that
there mght be a problemthere, or a greater reason to
believe that there mght be a problemthen in the rest of
the area except hone heal th perhaps.

And we may want to say sonet hing about hone
health. | just think it's harder to define appropriate
access there, as we've said, so I'mnot sure | would want to

pull that into the summary. But sone explicit statenent
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about SNF and perhaps honme health | think should be in the

sunmary.

DR. WLENSKY: | was trying to |ook through the
chapter to see -- | know the discussion that indicated a
decline in Medigap coverage. | wasn't able to quickly find

whet her the Medi care-only popul ati on has changed over this
period. If that was in there, could you share that with nme?

M5. DOCTEUR: We don't have it in the chapter and
| don't remenber the nunbers offhand but we can absolutely
add that.

DR. WLENSKY: It strikes ne that it's not the
same but it's a different way of |ooking at this issue,
because that's really the nost vul nerabl e.

DR. ZABINSKI: M recollection of the nunbers is
that the percent went up from 12.2 percent to 14.4 percent
from'96 to '98.

DR. W LENSKY: The other thing that woul d be of
interest to ne when you | ook at that is whether the
Medi care-only are inclusive or exclusive of the QvB, SLIM
popul ations. Again, just because it's a clearer statenent
about the kind of vulnerabilities that Medicare-only w thout

t he suppl enental prograns, that these individuals face. So
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it's just another way of |ooking at the vulnerability
out si de of the actual use or out-of-pocket expenditure.

MR. SHEA: M conplinents on a good draft here. |
thought it was a difficult task and done generally very
well. | would associate nmyself with the comment by Peter
and Judy earlier about | had sone of the sane reactions to
sonme of the characterizations. | think maybe they need a
little bit nore oonph to themon the concern side.

A specific thing that struck me was that on page
2, the last sentence in the run-over paragraph. | don't
think that the conclusion in that sentence really conports
wi th our discussion earlier about the prescription drug
cost. | certainly think there's enough evidence on the
table in regard to prescription drug costs and the increase
to raise a significant concern. Yet we say, it did not
provi de cause for concern in the near future.

| think in sone areas there are clearly reasons to
be concerned about what the next year or the next couple
years is going to bring.

DR. W LENSKY: Any further comrents?

| hope that that flavor cones through. Certainly

t he purpose of having the reconmendation that we're doing is



10

11

12

13

14

15

16

17

18

19

20

21

22

76

t hat wherever we are now, there is reason to be vigilant in
the future, nore so than in other years because of all of

t he changes that are going on and where we don't really have
data yet to explain. | would think the home health and both
SNF are probably the nost obvious areas of concern because
of the size of the change in paynent that's occurred and at

| east the potential for access that that suggests.

MS. RAPHAEL: Just one mnor point. The studies
have to do to with post-acute often rely on discharge
pl anners as the proxy to determ ne whether or not there is
access. | think that's certainly an inportant el enent, but
people cone in fromthe community, not only from hospitals.

Then | think the secondary question is, if you get
t hrough the gate, do you get the anmount of service that you
need? | know that's very hard to calculate but | think it
is an inportant issue.

M5. DOCTEUR. The latter part of the study is
actually what we're hoping to address in the external
research contract that we're putting out.

DR. W LENSKY: Thank you. Good chapter
Appreciate the efforts that have gone into this.

W are going to have public conment and then we're
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going to review the revised reconmendati ons from yesterday.
Then if we have the time we're going to start the inpatient
data section.

DR. ROAE: When do you think we're going to be
fini shed today?

DR. WLENSKY: Definitely no |later than what we're
schedul ed; perhaps earlier. M presunption, in the interest
of the comm ssioners is, if we have the tinme we ought to
start the afternoon session in the norning.

M5. WLLIAMS: Deborah WIIlianms, American Hospita
Association. | wanted to coment on an item from yesterday
and that's whether the revised APR-DRGs woul d change the
adm ni strative cost fromhospitals. [It's my inpression that
when you look at it fromboth the outgoing side when a bill
| eaves a hospital that there is no additional admnistrative
because it's based on diagnoses, correct? And that's what
goes on the bill to HCFA

The other area that it could affect is where the
bill conmes back from HCFA where the reconciliation clerk has
to run a grouper and conpare the DRG fromthat grouper to
what HCFA says it got paid. Now if in some way the APR-DRGs

were less certain than the current DRGs that would be a
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problem However, if | suggest that running different
groupers gets you different answers, it's nore of a problem
there than administrative cost.

So it doesn't | ook fromthe hospital point of view
that there are many costs except perhaps for training for
t he finance people, one-tine costs to understand the new
system

The second thing | wanted to comment on was the
area of coding problens in the outpatient setting and how
they relate or don't relate to what the expenditures are.
There is an issue, as you know, of the undercoding of the
| evel of nedical visits. But an end-up inspection of the
whol e probl em shows that there are other offsetting factors.

For instance, one-third of the outpatient PPS data
did not group. |If in that ungrouped data there are a hi gher
proportion of nedical visits, which is likely, that neans
actually the conversion factor is understated and projected
expenditures are overstated. The reason behind that, which
is probably not very good for public comment, but the reason
behind that is that there are different |evels of paynent in
the current paynent systemw th nedical visits being paid at

a higher level relative to cost than other services.
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My point being here is that it's hard to tell what
the projected | evel of expenditures will be, whether HCFA is
overestimati ng or underestinmating.

DR. NEWHOUSE: Deborah, if the conversion factor
is too |l ow, how are expenditures too high?

M5. WLLIAMS: In other words, the projecting --

DR. NEWHOUSE: | thought | heard you say that we
had underesti mated the conversion factor, which | foll owed.
But then you said that led to an overesti mate of spendi ng.

M5. WLLIAMS: 1'msorry, it's the opposite. Yes,
you're right, total expenditures would be too low. Relative
to the first problem the undercoding of nedical visits
| eads you to a too high conversion factor and projected
expenditures that are too high. The m ssing nedical visits;
that is, one-third, for exanple, of energency revenue
centers are uncoded, |eads you to a conversion factor that's
too |l ow and projected expenditures that are too | ow

DR. W LENSKY: Thank you. Any other comments?

Kevin, can you review the E&M recomendati ons, or
any ot her recomendati ons we have?

DR. VEINRAUCH. This is the revised first draft

recommendati on for E&M guidelines. HCFA should continue to



10

11

12

13

14

15

16

17

18

19

20

21

22

80

work with the nedical community in devel opi ng E&M
guidelines, mnimzing their conplexity, and exploring
alternative approaches to pronote accurate codi ng of E&M
services. The underlined portion is what we added.

DR. WLENSKY: Is there any comment on the E&M
codi ng?

Fine. Continue on the second.

DR. HAYES: The next recomendation is in response
to your discussion yesterday about the concern that separate
expenditure targets for physician services and OPDs and ASCs
was probably not a good idea since it would contribute to
i nconsi stency in paynent updates for services provided in
the three settings, physician's offices, OPDs, and ASCs. So
what we have here is a draft recomendati on and then in the
handout that | circulated there's sonme associ ated text that
would go with that recommendation. All of this would appear
in the section of the chapter on expenditure targets.

DR. NEWHOUSE: Kevin, ny question here is in the
second sentence on, the Secretary should not inplenment. |Is
this there because we think that the Secretary has the
authority or thinks she has the authority to inplenent even

if the Congress does not enact?
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DR. HAYES: That's right. The way the BBA is
witten and the way it describes how paynment updates will be
acconpl i shed for hospital outpatient departnents, it's
possi bl e that the Secretary could inplenment an OPD specific
sust ai nable gromh rate type nechanism |In fact in the
draft proposed rule that HCFA put out in Septenber of '98
that's what they laid out as an option for inplenmenting
their so-called volunme control mechani sm

DR. NEWHOUSE: | think we should probably maybe
take three sentences rather than two then, because the
juxtaposition of this phrase, the Congress should not enact
and the Secretary should not inplenent, is very odd.

DR. RONE: Perhaps better syntax would be, the
Congress should not enact nor should the Secretary
i mpl enent .

DR. NEWHOUSE: But | don't like that for the sane
reason.

DR RONE: At least it would be English.

DR. NEWHOUSE: | understand. No, | agree with you
syntactually but it didn't go to ny substantive point.
think we need to nake clear that we're witing this on the

supposition that whether the Secretary has authority is
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anbi guous. Therefore we are witing this both to the
Congress and to the Secretary. At least that's what |
understand to be --

DR. ROAE: Wiy don't you just say that setting
specific expenditure targets for these settings are not
appropriate? [l naudible.]

DR NEWHOUSE: Fi ne.

DR. WLENSKY: | agree, |I think that's -- and then
we have to deal with it as to whether it's statutory.

DR. HAYES: One mnor clarification. W try to
phrase our recommendation in what you mght think of as an
active voice where we're trying to be directing soneone. So
in this case could we say that the Congress and the
Secretary should avoid setting service --

DR, W LENSKY: Yes.

DR, NEWHOUSE: Yes.

DR. ROAE: No, you should say what you want to
say, Kevin.

DR. WLENSKY: | htink the point is usually we do
want to be clear as to whether we're directing this to the
Congress or to the Secretary. | guess the only other way is

to indicate a |l ead-in phrase that it's unclear whether this
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is an issue of statutory --

DR RONE: Al you have to do is say that setting
specific expenditure targets should not be devel oped or
i mpl enment ed.

DR. WLENSKY: | don't know whether you can think
about a way to try to capture both our usual distinction
that we are directing this both to the Secretary and to the
Congress that separate expenditure targets not be
i npl enent ed.

DR. LAVE: M concern is with the first sentence
of this. I'mnot sure that it adds anything and |I don't
think this recomrendati on has anything to do with
consistency. So | don't know why we just don't elimnate
that. Because when we were tal king about consistency and
worryi ng about updates, we were sort of worrying about did
we want to go to a per-unit or whatever. |In this one, if
you say we want to have consistency of paynent updates, it
strikes nme that expenditure targets are consistent.

So ny recomrendation would be that we elimnate
the first paragraph and basically that the argunment shoul d
be that the silo is a significant problem There is too

much shifting and we do not recomend -- we direct or
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whatever it is that we do.

DR. NEWHOUSE: But | think that's why the first
sentence is there. The concern was if you had separate
silos with expenditure targets that you would potentially
get quite inconsistent updates if service shifted from one
silo to the other.

DR. LAVE: That's the way | read that thought.

DR. NEWHOUSE: But then it's a problemw th the
way it's worded | think.

DR. LAVE: Wen | read consistency | would say
setting an expenditure target would be consistent. | would
not see the consistency as having to do with having an
outcone that | don't like. So maybe that's just ny problem
but | think that having that first sentence there wth these
many i nterpretations of consistency may be a red herring and
what we --

DR. NEWHOUSE: How about simlarity instead of
consi stency then?

DR LAVE: But | don't even know where the
simlarity comes from | don't see what that adds, Joe.
Maybe it is only me. Maybe it is only I, and it may be an

obviosity that I'moverlooking. But | don't understand in
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the context of this recomrendati on what consistency has to
do with it.

DR. KEMPER: Maybe it is only | and thy. But |
don't disagree with the second statenent here, but there's
an easy conclusion that you cone to fromthis recomrendati on
is, then let's have a gl obal expenditure cap cutting across
all the silos. If there were a recomendation to that
effect that, neither should the Congress or the Secretary
i npl enent a gl obal expenditure cap across all the sectors,
then I would be very confortable with it.

DR. W LENSKY: W have not ever had that
di scussi on.

DR. KEMPER: | thought we've had it quite a |ot.

DR. WLENSKY: Not really in terns of a gl oba
expenditure. You neant anbulatory. You just mean
anbul atory.

DR. KEMPER: |'msorry, across the anbul atory,
out pati ent.

DR. WLENSKY: That is not what you were saying.

DR. KEMPER: Yes, we have not had that discussion.

So to nme, it would be an easy step fromthis

recommendation to an expenditure cap across all the
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anbul atory services, and | think the thrust of our

di scussion was quite the contrary, that we would prefer to
have updates. |If that were the alternative, we'd prefer to
have updates. So I don't know if that's the thrust of your
comment, but that's my concern about this.

DR. WLENSKY: | can't renenber now the other
recommendation. No, | agree, to the extent we don't have
anot her recommendati on el sewhere in the chapter, that we
ought to have a two-part recommendation. W don't recomend
setting specific anbul atory care expenditure targets. W
al so do not recommend the use of a global anbulatory care
expenditure target, at |least at the present tinme. Wen you
have the discussion in the chapter -- | know you have the
di scussion in the chapter about all the difficulties. |
think that as of this time we would not recommend doi ng
that, and we don't recommend the site-specific.

DR. KEMPER: That would certainly respond to ny
concern.

DR. LAVE: | think that the site-specific stuff, |
think we all agree, never. And | think at this tine, give
wi ggl e room for people who haven't really thought the whole

t hi ng t hrough
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DR. W LENSKY: Right, about whether we'd ever have
the data to allow us to do that. W nay be able to just do
a relatively clean reconmendati on on those two. That we
don't recommend the first, we don't recommend the second at
this tinme.

DR. HAYES: So one way to do this then would be to
have -- | was al nobst going to say that we do not want to
have -- we al nost have one recommendati on which says we do
not recomend either setting specific expenditure targets or
a gl obal expenditure target for all three settings.

DR. WLENSKY: For all anbul atory care, yes.
think I would accept that.

DR ROAE: | think the problemyou're getting
into, Kevin, with respect to howto couch this is that while
you would like to use the active voice, as opposed to nost
recomrendations this is a non-recommendation. W are not
recommendi ng that sonething be done. W're trying to
prevent things from being done. And there are two things
that we want, two polar extrenmes that we want to avoi d here,
and that's what we're trying to do.

DR, WLENSKY: | think if you do it as you just

phrased it, that is responsive to the conm ssioners.
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DR, KEMPER: But | would say recommend not. Not,

not recommend. W are basically recommendi ng that they not

[ Laught er. ]

DR. W LENSKY: | understand. W are recomendi ng
not doing it.

DR RONE: This is a prohibition.

DR. ROSS: Now that everyone's reached a
consensus, |let me propose a couple of changes. One is we
really should be tal king about rates here rather than
updates in the initial notivation. Sonething along the
lines of, to pronote consistency of paynent rates anong
anbul atory settings, et cetera.

DR. LAVE: | think we don't want the consistency
in there at all, because our whole --

DR. WLENSKY: It's not relevant.

DR LAVE: It's not relevant is what | would --

DR. W LENSKY: The recomendation is clear and
stands on its own w thout that phrase. W're saying not to
i npl ement, recommends not inplenenting either site-specific
or a global anbulatory care expenditure target. Then the

text is very clear about the rationale of what we both want
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to do and don't want to do.

DR. HAYES: So we would just not have this first
sentence in the recomendation at all?

DR. WLENSKY: Yes, | think that is where we cane
out, because |I think the discussion indicates our concerns
about consi stency.

Further comment? Thank you.

We're going to do the revised ESRD after lunch to
make sure we captured the flavor. The one thing | wanted to
get a sense from comm ssioners before we have the
di scussion, | think we were pretty clear about trying to be
nore directive of having HCFA use its data to set a risk
adj ustment so that ESRD patients would be given the
opportunity to join nmanaged care pl ans.

What canme up at the very end that | wanted to sort
of informally poll the conm ssioners' views is whether we
wanted to put a date specific or whether we sinply wanted to
say, as soon as possible. The date specific that had been
rai sed at the end of the discussion was by the end of fiscal
year 2001, which would give a year and-three-quarters.
don't know whet her we can wait and see what happens, or we

can provide a date. But we haven't spoken with HCFA.  You
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either can mull it over and be prepared to respond after
| unch when we have this discussion or --

The only reason that it cane up was because the
general concern here was -- the reason we wanted to have
this notivating recormmendati on was the concern that
otherwise HCFA will do it when it gets to it and it wll be
not any tinme soon. Wile taking away the eval uation of the
denonstration as a prior requirenent will at |east take away
one excuse, it wasn't clear whether it would really provide
the notivation that sounded |i ke you wanted to have present.
So if you'd like to you can think about it over |unch.

DR. LAVE: | want to raise another thing about
that recommendation. This is sonething that we tal ked about
after the discussion fromthe floor. That is whether or not
in fact we ought to encourage HCFA to oversanple the ESRD
beneficiaries in terns of their satisfaction with care, so
we woul d have the information to know whether there were
problenms. So we'd have to nmake a recomrendation to direct
themto do that since we would have then patient
sati sfaction, risk adjustnent, and sone outcone vari abl es
when the tinme cane.

DR. W LENSKY: Nancy, did you just hear the second
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pi ece of what Judy suggested?

M5. RAY: Yes, | did.

DR. W LENSKY: (Ckay, post-acute quality. W'll|
see whether we can maybe make contact with HCFA to see
whet her there's an issue.

M5. DOCTEUR: Revised draft recommendations two
and four fromthe post-acute quality nonitoring that you
di scussed yesterday. The first revision is to draft
recommendation two to the first bullet. The change is
trying to clarify what it is that you' ve said you wanted to
do in ternms of better coordinating post-acute care quality
nonitoring systens. | think what it's trying to do is to
specify, if you think about the way in which you' d want to
go about coordinating quality nonitoring systens conpared
wi th what they are now.

You coul d think about doing it in two different
ways. The first way would be to create a one-size-fits-al
sort of systemwhere you would try to nonitor the sane
things in all the post-acute care settings. This is
specifying that you want to do it the other way, which would
be to acknow edge what is uni que about the individual

settings and to neasure what's inportant, the core inportant
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measures that you've tal ked about in the past. So this is
really a wording change to try to get at the concerns that
were rai sed yesterday about this being stating the obvious.

DR. W LENSKY: Are people confortable with this?
Any comment ?

Thank you.

M5. DOCTEUR  Draft recommendation four has been
changed also to try to strengthen the | anguage in response
to comm ssioners concerns yesterday. The changes are
wor di ng changes up front in the early statenment to be much
nore direct and to say, the Secretary should rationalize the
coll ection of patient assessnent data, as opposed to saying
she shoul d take steps to do so, and just try to be nore
direct about what it is we want her to do.

Simlarly, the first bullet is changed to be very
speci fic about what we're tal king about here is limting
data col | ecti on.

And the final bullet on the next page down has
al so changed to agai n enphasi ze that what you nean to do is
to reduce the reliance on patient assessnent data, not to
say that the Secretary should do nore to collect different

types of dat a.
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Are these consistent with the changes that you
want ed yest erday?

DR. RONE: That's at the end?

M5. DOCTEUR: The very end, the very last bullet,
addi ng the phrase, to reduce reliance on patient assessnent
data. | think one of the concerns fromyesterday was the
sense that there -- trying to do nore. And this is
speci fying, no, we're saying, do sonething different. Do
t hose address your concerns?

DR. W LENSKY: Any comment that anyone wants to

make?

Okay, the answer is yes.

DR. LOOP: The problemis it's still, for ne, a
little wordy. 1'd rather see sone of that in the text and
have a shorter recommendati on, which I'I|l be glad to provide

to you sonetinme. But the people who wite these forns wll
say that the data collection is correct the way it is right
now. And the fact of the matter is it really is --

DR. W LENSKY: Excessi ve.

DR. LOOP: Beyond excessi ve.

DR. WLENSKY: | think maybe if the conm ssioners

are willing, why don't we have Floyd in fact do anot her
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version, circulate it. | think we understand the issue
that's been raised. It will either have an acceptance in
its altered version or we're going to go here, understanding
it's wordy.

DR ROAE: | would suggest is the word limting
gives themthe option to do what Floyd just suggested they
m ght do. Wereas if we use the word reducing we're sending
the nmessage that we think naybe it's too nuch. So if we
say, reducing data collection, as opposed to limting, we're
sendi ng the nessage that we think there has to be |less than
there is now as opposed to what you have now is justifiable.

DR NEWHOUSE: Beth, can you or naybe someone on
the Comm ssion rem nd nme of what sanpling, if any, is
contenplated wth this data collection. Are we talking
about 100 percent sanpl es?

M5. DOCTEUR: Renenber that these patient
assessnment data that are being collected are used both for
paynment and for quality nonitoring purposes. So given that
they have to collect it for 100 percent.

DR. WLENSKY: It's not really clear that they
have to. | nean, you can do quality nonitoring --

M5. DOCTEUR. Certainly for the quality nonitoring
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side. It's just for paynent.

DR NEWHOUSE: Then |I'mnot clear what we're
tal king about in terms of reducing. |If we have to coll ect
it for paynent --

M5. DOCTEUR. It's the itens. For exanple, the
MDS has 300-odd itens and a subset of those are used for
paynent and a subset are used for quality neasurenent.

Al t hough renenber, in the MDS case we're not even clear that
the MDS provides useful information for nonitoring quality
on the Medicare side. Only on the Medicaid side perhaps.

DR. NEWHOUSE: | understand. Let nme go back to
the generic point. For the stuff that is not used for
paynent then, why can't we be tal king about sanpling?

M5. DOCTEUR: There's a paragraph | think that
coul d be expanded in the chapter that nentions that that's
one way to go to try to break it down, to do sanpling.

DR NEWHOUSE: To reduce the burden?

M5. DOCTEUR: Yes, for the quality nonitoring.

DR. NEWHOUSE: Maybe you coul d have a phrase
sonet hing, including the use of sanpling, in the
recommendat i on.

MR. SHEA: |'d support the notion that Jack raises
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of conveying a sense that we want sonme of this cut out,
particularly in the nunber of itenms sense. |'mnot totally
confortabl e though with sinply substituting reducing for
[imting because then | think the phrase reads as if what is
now col lected is the universe tines 10. That is, it's the
right data and the wong data, and we want to reduce that.

| don't think we are prepared to say, | wouldn't
be prepared to say that they're collecting the correct data.
So it's not a matter of taking what they have and sinply
shrinking it back. It's a natter of getting the right data,
the right quality nmeasures put in. So | don't know where
you go with that phrasing-wise, but it seens like it could
get worked out.

DR. WLENSKY: | think there were two. One is the
right data, and the | east data needed for the two purposes
of paynment and quality nonitoring, including sanpling.

t hi nk the sense has been that the data collection is nore
than is needed to do quality nonitoring and to do paynent
and that that's really what the conplaint is. |Is that you
coul d have a nore parsinonious data collection effort, which
woul d reduce burdens both to the providers and therefore

nmake nore care available to the patients, and that that's
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not bei ng done.

MR. SHEA: That's why | thought limting actually
was a good word in that sense. Maybe if we left that and
t hen added sonet hing about, by this we nean not only
striving to get better neasures but reducing the anmount of
the total.

DR. LAVE: That would be in the text.

DR. WLENSKY: You can look at this again. 1'd
encourage, Floyd, if you want to give a crack at trying to
restate this so it is stronger and circulating it. W have
agreed that we will try not to nmake changes follow ng the
nmeetings. | think though this is strictly a wordi ng change
to capture the sense that | believe we all agree on. So if
we can get an easy confort level with the revised wording
we'll doit. Oherwise we'll go with what we have and j ust
try to make sure the text nakes clear..

M5. ROSENBLATT: Gail, can | just make one
suggestion? Wat about just that first sentence, a period
after post-acute care providers. Rationalize picks up
everything we're tal king about -- and nove everything el se
to the text.

DR. KEMPER: How about |limt and rationalize, and
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then put all the bullets in the text?

DR. W LENSKY: Do you have a sense or would you
like to think about it?

DR LOOP: Review, limt, and rationalize, because
they really have to redo the whole form

DR. NEWHOUSE: That's tal king about years now.

DR WLENSKY: Use the first sentence, then
review, limt and rationalize.

DR KEMPER: And the bullets in the text.

DR. W LENSKY: Thank you very much. As |
indicated we'll review ESRD after |lunch. Wy don't we start
with the first of the hospital payment. David?

MR. GLASS: Good norning. This is to introduce
t he hospital readm ssion analysis which will eventually
appear in the June report. So this is not a March report
issue. We're just |looking at sone prelimnary results here
so we don't want to get too attached to the nunbers.

Qur objective here was to first determne if there
had been a change in the PPS hospital readnm ssion rate from
'91 to '97 where there's been a significant change in length
of stay and sone other neasures. |If there has been, we want

to understand where it is in terns of what particul ar DRGs
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have been affected, what hospital types, perhaps what
regions of the country it's occurred in. And we, of course,
want to understand why and see if it's correlated with
changes in length of stay, or discharges, or the use of
post - acute care.

So here are the prelimnary results. Readm ssions
here is considered as a percent of initial adm ssions with
live discharges. So we're |ooking at initial adm ssions and
fi ndi ng what happens to the people when they're discharged,
do they end up being readnitted to the hospital in three
days or seven days or 30 days. The nost obvious point here
is that the rates have gone up. For the three-day
readm ssions in particular, instead of 2 percent of the
di scharges being readmtted, it's up to 2.5 percent. And
t he change there, rounding, is about .6.

The question now, is that an inportant change or
not? You see it's repeated in the seven and 30-day rates
al so increasing. But nost of the change is concentrated in
that three-day period, which is naybe sonmewhat suggesti ve.

DR. LONG David, is this the same DRG or any DRG?

MR. GLASS: These are all DRGs here.

DR. LONG So for any diagnosis?
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MR. GLASS: Right. So that .6 |ooks sonmewhat

small, but then it's a pretty noticeable change to be
consi dered as a percentage of those readn ssions, 30
percent, and it translates to about 45,000 additi onal
adm ssions, if you will.

One way of thinking of has this been a big change
or not is to look at sone trends. This is |looking in '84,
'86, and '88. This is fromwork ProPAC did. They had
cal cul ated readm ssion rates. They didn't do a three-day,
but they did a seven-day and 30-day rate. |If you | ook at
that, it appears that they're kind of bouncing around 4
percent through the late '80s, maybe also into '91. There's
a smal |l nethodol ogi cal change between t he ProPAC net hod and
the nethod that we use for conputing the readm ssions. It
shoul dn't have a significant effect. It may increase ours
relative to theirs a little bit.

So | think you can say that the late "80s to '91
it seens to be sonmewhat constant, nmaybe trending up a bit in
'91, both seven and 30 days. W also put average |ength of
stay there, which just coincidentally happens to tend to be
correlated fairly well. Wen the |length of stay goes down,

the readm ssion rate goes up. So that's kind of suggestive
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and that's part of what we want to investigate.

What this tells us is that the change from'91 to
'97 really does seemto be a significant change and
certainly out of the trend that we've been seeing. You can
see that as the readm ssion rates have gone up, the average
| ength of stay has dropped significantly from'91 to ' 97.
So we want to understand what m ght be causing this increase
and what's goi ng on.

So for our next step we're going to investigate
the distribution of the increase. W're going to | ook at
all DRGs and see if there's sone particular ones that are
per haps hi gh volunme and hi gh cost DRGs that have
significantly unusual changes in the readm ssion rate.

As an exanple of that, this is just |l ooking at a
particular DRG This is DRG 14, cerebral vascul ar
disorders. It's a fairly high volume DRG 278,000 initia
adm ssions in '91. W also put up transfers, which is when
a patient is discharged and goes to another PPS hospital
within 24 hours. And that rate went down a little bit. The
readm ssion rate went up in alnost exactly the sane way as
t he average.

So you | ook at this one and say, this doesn't seem
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to be driving that rate change. It seens to just be
reflective of the overall rate change. And this is the type
of thing we're going to do is |look through a nunber of DRG
exanples and try to see if we can isolate ones where there's
been a major change that's different fromthe average.

The drop in nmean |l ength of stay here again is
| arge, but that's true for the average as well.

DR. ROAE: A couple of thoughts on this, David.
First of all, I think as the physician nmenbers of the staff
will certainly tell you, readm ssion is nost cormmonly a
problemin cases in which people have a chronic disease in a
vital organ in which their reserve is |imted. There are
two such di seases, congestive heart failure and chronic
respiratory disease. It's those two groups of patients who
are right around the margin of being able to sustain
t henmsel ves at honme where nobdest changes occur and i nduce
readm ssion. Congestive heart failure is the classical
| eader in readm ssions.

So you should particularly focus on congestive
heart failure and chronic lung disease. |f sonebody is at
home on oxygen or with chronic lung di sease, and then they

get a little bit of bronchitis, or a little bit of the flu,
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or alittle bit too nuch or too little nmedicine and it tilts
t hem over.

| see little value to an all-DRG anal ysis because
there's just too nuch noi se.

The second thing is, | think this is an area in
whi ch a change in the age of the population from 1991 to
1999 will be potentially significant. This was brought up
earlier in the context of a shorter tinme period wth respect
to anot her dependent variable. It was felt with medication
use not to be a problemor an issue. But | think in this
case this may be an area where that's going to be an
i nportant conponent, in addition to post-acute care being an
i mportant conponent, et cetera.

The third thing is, if | had a nickel to spend,
woul dn't do this analysis. | don't think this is really
going to informpolicy. |It's interesting. Sonebody m ght
do it for their nmaster's degree or sonmething. But | just
don't think it's going to really informpolicy so nuch at
our level. But if we have to do it or if people think it's
going to be useful, that's fine. But it just seens
intuitive to me what we're going to find.

DR. WLENSKY: | think one of the questions that
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maybe, David -- | assume these are not age adjusted, but you
coul d have age-adjusted readm ssions. The reason it's a
policy issue is that there has been sone policy concern that
as length of stay goes down you may be driving readn ssions.
So it would be an inappropriate response. That's really
what you want to see is whether or not what you are seeing
appear to be nedically understandable -- maybe not
acceptable -- as opposed to reflecting the design of the
policy systemthat you' ve put in place.

The question is certainly asked. There had been a
presunpti on when DRGs were first put in place that putting
in an adm ssion paynent woul d drive readm ssions up because
you can try to nake up for the shorter stay by increasing
the volune at the margin. One of the reasons that
prohibitions, in terns of repaynent, were set within a given
timeframe was to attenpt to try to prevent that. Now that
has never been observed, with a |lot of explanations as to
why, or that's not been very nmuch observed. But the issue
remains one that I think we will probably be asked to
address and providi ng negative information.

MR. SHEA: | think having seen the nunbers, we

have to do the analysis, otherwise Gail is not going to have
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the right answer or any answer to the question when it gets

asked. It certainly will be asked by somebody on Capitol
Hll. M question was the sanme as has been raised earlier
about the age. | take it, David, by your no-conment that

t hese are not adjusted for age.

MR. GLASS: No, they are not. W just got the
data this week in fact. W're starting on the analysis.
But we can certainly | ook at the age adjustnent.

DR. LOOP: | think this is going to be a very
interesting investigation. W wote a paper in 1989 which
showed -- nowthis is a little dated because this is before
bal | oons and stents and thronbol ytic therapy. W found in
| ooking at some of the -- | agree that you should
concentrate on the nost frequent DRGs, not everything. W
found that half of the readm ssions were planned el ective
readm ssions. So soneone cane in, had a diagnostic
procedure, left the hospital, went back.

Now t hat probably has changed today. [|'Ill give
you this paper, by the way, at the end. | think that this
wll add to our information about hospitalizations, the
changes. | don't know whether it will affect policy but I

think it will add to our know edge about hospitalization,
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and particularly the trend in changes in hospitalizations.

DR. RONE: That's interesting. You mght even
define those cases differently. They're not really a
readm ssion. |If somebody is comng in for another --

MR. GLASS: There's no way of knowing if fromthe
clains data though; not that | know of.

DR. LOOP: One thing you should decide here, at
| east to launch David in the right direction is what kind of
a cut he's going to make in the DRGs, because you will pick
up a lot of noise if you try to study everything. This
paper that we wote was just related to cardi ac surgery,
cardi ol ogi st, and gastroenterol ogy, because we coul dn't
process the enornous anount of data if we covered
everything. |1'mnot saying to do it that way, but | think
you have to limt your investigation.

MR. GLASS: What we're going to do is order the
DRGs by change in the admi ssion rate and then isolate sone
that are of interest.

DR. LAVE: | think that ny coments are going to
be, to sone extent, variations on the thene. First of all
like this for the reasons that had been nentioned, but al so

because |'ve been asked by a nunber of people, what's
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happened to readm ssion rates? They're interested in what's
going on. So | think that for a nunber of other people who
are benchmarki ng and other things that they will like this
dat a.

The second thing is with respect to hearts, | can
tell you that we |ooked a little bit at the Pennsyl vania
data and that we've been trying to devel op these epi sodes of
illness sorts of things. That's neither here nor there.

But the issue is that there are a | ot of people who we put
into the sane episode if we use a |longer period for that,
and they're often transfers fromrural hospitals to urban
hospitals for surgical procedures. So you can't really tel
whet her sonmething is planned or not planned.

But if you an have an AM, sone period of tine,
and then you have a bypass, you kind of know for that. And
there may be other conditions for which there are foll ow up
surgi cal procedures for which -- what is really a transfer,
but it's not a transfer because there's a break in tine --
is really a continuation on the sanme epi sode, as opposed to
-- for different expansion of the treatnent as opposed to, |
got out. | got sick. You sent ne out too early. | cane

back. And you probably can tell a little bit by what
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happens in the alternative, what's going on.

M5. RAPHAEL: | also think this is a valuable
study. And in the continuing effort to destroy our silos,
we are one of the 50 agencies that participated in the
national OASIS denonstration. Interestingly enough, one of
the areas we' ve been very concerned about was the
readm ssion rate for CHF. W have been trying to understand
whet her we shoul d be concerned about it or whether in fact
this was sonething that would be normative. And we in fact
have a goal to try to reduce the readm ssion rates because
we think the may be too high.

So | think it's also worth | ooking at what we're
| earni ng on the post-acute side because there is now
consi derabl e informati on on readm ssion rates.

MR. GLASS: In addition to looking at this by
DRGs, we're also going to look at it by hospital types and
| ocation to see if there are any patterns there, and
investigate correlations with change in | engths of stay and
di scharge destinations. The discharge destination is
probably going to wait until we get our episode of care
dat abase underway because then we'll have nore definitive

i nformati on on where people go after they | eave the
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hospi t al

We'll ook into other possible causes such as
changes in DRG m x, and severity changi ng perhaps within
DRGs. |If we discover that people are being discharged
gui cker and sicker, which is, of course, the concern, then
determ ne whether there are any paynent inplications. So in
ot her words, has the product changed such that we need to
make a paynent change?

DR LONG |I'mnot as enthusiastic as others about
spendi ng scarce resources on this direction given however
many reports it is that the Comm ssion is supposed to do in
the next few nonths. And all our paper says is we're
| ooking at this as an indicia of quality. W' ve already
mentioned that there's still apparently a naggi ng concern
about paynment gane-playi ng and unnecessary readm ssions |
guess.

But just |look at the DRG 14 data that was put up
there, just back of the envel ope nunbers, from'91 to '97 we
have reduced the nunber of patient days spent treating this
di agnosis by over 1 mllion days in an expandi ng, aging
popul ation. Even if 100 percent of the differenti al

readm ssi ons had nean | engths of stay double the current
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mean | ength of stay, you would have fewer than 100, 000
additional patient days. So in the worst of all possible
wor |l ds we woul d have reduced patient days by over 900, 000.
So I'mnot sure what it is we're |looking for here, if we're
trying to find sonething wong.

DR. WLENSKY: Again to reiterate, the issue that
was rai sed when DRGs were put in place is that having put in
pl ace an incentive to cut down days you woul d al so encour age
gam ng of various sorts. W talk about upcoding,
downcodi ng, right-coding. And readm ssion is a nore drastic
measure, but not one that people have wanted to put off the
table. And it also has the issue with regard to sone
di seases |i ke congestive heart failure as a reflection of
potentially problens in avoi dable problens with regard to
delivery of health care.

So | think the set of reasons that we have | ooked
at this is really a conbination of inappropriate response to
program desi gn, which we will be asked to address whether or
not it's there or not, just sinply it's absence. But also
sone of the issues like wth the congestive heart failure,
whet her or not this is indicating sonething that could have

been handl ed better in sone other way and sone other --
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di abetes may al so be one. So it's sone of the ones which
may be used as sentinel effects, particularly readm ssion,
or at |east suggest for further follow up.

But | think the notion that David had indicated of
| ooki ng at frequency of readm ssions and |ooking -- it ought
to be two things. One, where's the action. And the second
is, certain DRG classifications are ones that you' d like to
| ook at to see whether or not there's sonething going on.

So | think it's a conmbination of both letting the data tel
you where the action is and thinking, a priori, where you
m ght find an issue that you think would be inportant
medi cal | y.

DR. LOOP: To our surprise, we nmay find sonething
right in medicine. W're not really |ooking for sonething
wong all the tine.

DR. WLENSKY: Yes. And just being able to be
responsi ve to sonething that we know we will be asked about.

MR, GQLASS: Actually, we were surprised to see the
increase. That was the first thing that happened was, oh,

t here has been an increase, because that was not a foregone
concl usi on when we went in.

Anot her possi bl e reason you mght want to | ook at
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this is that previously the PRCs were review ng all
readm ssions | think, and apparently that stopped in '94.
So that may have had sone effect as well.

MR. ASHBY: If | could, just for context here in
response to Hugh's point. Wile it mght be true that if
readm ssions are increasing, the inplication for the total
nunber of patient days is rather nodest, | think it's worth
rem ndi ng ourselves that the inplication about paynments
don't run parallel to the inplication on days. Because when
you reduce [inaudible] --

DR. KEMPER: Whether this is useful or not to ne
depends upon readm ssion is a good or bad thing and whet her
we really know it or not. It strikes nme that the only way
you could really do that, come to a conclusion about that is
| ooki ng condition by condition and trying to see if there's
-- do two things. One is see whether there's anything in
the claimthat would be an indication of whether it's an
avoi dabl e condition that resulted in the readm ssion.

Secondly, |look at other factors that m ght have
led to a higher readm ssion rate for the condition. Change
in technol ogy which neant that something that wasn't

treatable in the past is nowtreatable. So in the first
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case you identify, and in the second case you treat it. But
not being a clinician, as Jack will be quick to tell you, I
am not able to judge whether that's even a |ine of judgnent
about the readm ssions and whether they're indicators of
qgual ity problens or not.

My second conment is along the lines of Jack's
with the aging of the population. The other thing that's
happened is enroll nment in managed care, and we know t hat
there's favorabl e selection -- whether the renaining
popul ation in fee-for-service is sicker and therefore
subject to nore readm ssions. Frankly, | don't think either
the aging or the shift to managed care is likely to be big
enough to explain it, but it's something that at |east sone
sort of back of the envel ope cal cul ati on m ght be useful.

DR. NEWHOUSE: | want to sonmewhat continue al ong
the lines Hugh and Jack Ashby started. Assum ng, as you
stated out, that at |east some of the readm ssion increase
is causally related to length of stay falls then, as Hugh
was | think presumi ng and Jack was presum ng, then there
probably needs to be sone anal ysis of what the paynent and
cost factors are that would have to factor in the cost of

t he additional post-acute fromthe length of stay, and it
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woul d have to inplicitly -- | think one answer to Jack's
point, the first order of point of correct. But that sone
of that has cone back in the formof the | ower updates from
site of care substitution

But the general point is that there is sone
tradeof f between the readm ssion rate and overall paynents,
and that's kind of the point of quicker and sicker. And we
probably need to draw attention to both sides of the
equati on.

The other point is that although overall we don't
think we had a lot of coding changes in this period, at the
| evel of the specific DRG it's not so clear to ne. And
don't know how you would do this, but if I were on Jack's
study section, | would worry about whether you had
di fference cases in specific DRG particularly whether
coding of conorbidities in the adjacent DRGs had changed,
and anal yzi ng readmn ssi ons.

DR. RONE: Just to respond to Peter's suggestions
or questions about what the role of different factors would
be, technology for instance, and others, in determ ning the
readm ssion rates. M guess fromthe literature and ny

per sonal experience, while technology is inportant,
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particul arly new nedi cati ons, approaches to anti -

coagul ation, and things like that, the two nost inportant
factors are things that one you nay be able to neasure and
one you won't.

One is the availability of post-acute formal care.
The second, which is probably the nost inportant, that you
won't be able to neasure, are social factors. Changes in
i nformal support system \Wether the daughter is there to
take care of the patient at hone at night, whether they can
afford to have people around the clock, et cetera. These
ki nds of social factors of who's around the house and who
isn't, and these multiply inpaired frail elderly patients
com ng out of the hospital with chronic lung di sease or
chronic lung di sease, need dietary supervision, need to get
their nedicines on tine, they're on a conpl ex nedication
regi men.

And when those social factors start to fall apart,
and resources aren't available, financial or otherw se, for
post-acute care, bam the patient's in the energency room

So you'll be able to | ook at the honme care program
i ssues but it's going to be harder for you to assess the

social factors, which the older you get, the sicker you get,
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the nore inportant you get. So that's just a context, sone
of what we can neasure and sone of what we can't.

DR. WLENSKY: It seens to ne the sense of this,
David, the first thing is there sonething there or not? 1Is
t here sonet hing we can observe, age-adjusted? M/ guess is,
as Peter suggested, probably whatever is being picked up by
any changes in the managed care population and the aging is
not going to inpact it, hasn't been great enough in this
period that you're looking at in the '90s.

And either there is sonething that suggests it's
worthy of sone followon study, to try to see if we can
tease anything out of it, or there's not. But as |'ve
indicated, it is a question that does get raised in a policy
sense and, | think occasionally, in a clinical sense, and
goes to the issues about the design of some of the current
paynent systens.

So it seens to ne, on all those levels, it is
appropriate to see whether there appears to be sonething
going on. And the answer is it may be sonething very snal
or maybe not anything that we can really see going on. O
whatever it is isn't easily disassenbled in terns of which

of these various factors we've raised could be explaining
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t he change.

But | do think that, at |east the kind of |evel of
di scussion that you' ve been suggesting, would give us that
first answer.

MR GLASS: So we'll proceed with it then at a
nodest | evel.

DR. W LENSKY: Yes. Thank you. W're going to do
t he PPS-exenpt and then we'll do the other one after |unch.

MR ASHBY: As was noted earlier, Janet is
suffering fromsone laryngitis fromthe flu. Nothing has
changed since this norning. | amonce agai n subbing, as
Beth did this norning. So please bear with ne on this
material that Janet is nore famliar with

Let me start with alittle bit of background here,
really just review. TEFRA exenpted several classes of
hospitals from PPS back when the hospital PPS was put into
effect in 1984, basically because they | acked appropriate
classification systens on which to base paynent.

So these facilities are, and have been every since
'83, paid their average cost per discharge, subject to a
facility specific limt that has been known as the target

anount. They al so get bonus paynents if their costs conme in



10

11

12

13

14

15

16

17

18

19

20

21

22

118

under their target, and they get so-called relief paynents
if their costs exceed the target by a certain anount.

BBA nade several inportant changes that do cone
into the picture of considering update recomrendati ons.
First and perhaps forenbst, the bill capped the target
anounts for the first tinme at the 75th percentile. So we
now have a three-way determ nation of paynment. They are
paid the ower of their costs, their own facility specific
limt, or the 75th percentile of the limts of al
facilities.

Then the bill inplenented a table, if you wll,
that linked their updates to financial performance. This is
a phenonenon that is unique in fee-for-service paynent
policy. This is the first tinme that we have essentially
| egi sl ated updates to margins. W' ve tal ked about that
nunmerous tinmes over years, we should | ook at margi ns as
rel evant information. Here we can clearly gone one step
further. The |aw says if your margin is very low you'll get
a higher update. If your margin is very high, you will get
a | ower update.

Then the bill also required PPS for rehab. That's

com ng down the pike next year. And it required a proposal
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of PPS for long-termcare hospitals.

If we nove on to the next graph, we see that the
mar gi ns of PPS-exenpt facilities have increased rather
substantially over the years. 1It's since 1990 that we're
taking a | ook at.

Particularly in the case of |long-term hospitals,
that's the lower of the three |lines there, we've gone from
very |low margins, mnus 30 percent or close it, to nodest
positive margins.

There are two general phenonenon that we think are
behind this trend. First, and again | suspect, forenost of
the two is the difference between new facilities and old
facilities. The general issue here is that when a new
facility conmes in they have their base paynent established
on their cost in their second year of operation. And
actually, | believe it's their first year of operation in
the case of a hospital unit. So they have the opportunity,
obviously, to conme in wth very high costs per case, which
is likely to happen when you're now. You don't have very
many patients, you've got a scale problem And then you are
allowed to essentially keep that very high base. And it

protects them against the inpact of the limts over tine.
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Let's go on to the next table, that shows the
di fference between new and old facilities. 1In all three of
the categories the 1997 margi ns are higher for the new
facilities than they are the old facilities. And note
particularly that in the long-term category, the difference
is very wwde. This is the category for facilities where the
new y operated facilities has really driven their financial
per f or mance.

But | did want to note that the BBA did respond to
this newold hospital facility. It was this problemthat
pronpted the differential updates. The theory was if you
have an unusually high margin, it's probably due to being a
new facility and we will reward you with a | ower update, if
you will.

They al so did a second thing that's rather
inportant, and that is they capped the ability of facilities
to come in with a high base cost. Their initial base is now
limted to, | believe, 110 percent of the nmean of applicable
facilities, facilities in their class.

The second phenonena going into the rising margins
is length of stay declines. O course, this has a famliar

ring toit. W have been tal king about this with PPS



10

11

12

13

14

15

16

17

18

19

20

21

22

121

hospitals for several years. And it also is a factor with
t he exenpt hospitals.

In fact, if you'll notice on this chart, it is
rehab facilities in particular that have had a very |arge
decline in length of stay. And in fact, a larger decline in
| ength of stay than even the PPS hospitals over the course
of the "90s. In the other two groups, the drop has been
rat her substantial, as well.

Length of stay declines, of course, lead to | ow
cost growth, all else being equal. And you'll notice, in
the rehab category, the effect is rather evident. They have
had an average cost change of mnus 1 percent per year over
the entire "90s. That's the cost inpact of length of stay
decl i ne.

Now | did want to note, though, for context here
that with the PPS hospitals, we have the issue, the problem
if you wll, that when length of stay declines, it |owers
the hospitals facilities but the paynent stays the sane,
literally unaffected. That isn't quite the case here, given
that the paynment is cost-based, when your costs are reduced
due to the length of stay decline, your paynent is reduced

along with it.
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Except that what has happened over the decade is
that, in apparent response to the length of stay decline,
fewer facilities are now subject to the limts and nore
facilities have qualified for bonus paynents. So indeed, it
has contributed to a situation where paynents have been
rising faster than costs.

| think we're ready to go on and | ook at the
update franmework. First, a couple of notes about the
framework itself. You heard nme tal king yesterday about our
desire for a generalized update framework that with
custom zing we can use across different categories of PPS's.

Here the customizing is a little bit nore
extensi ve because of the fact that we don't have a patient
classification systemin effect for these facilities.
That's the first one. That essentially prevents us from
having a case m x conponent to our update framework. W
really don't have any information on how case m x has been
changed, and therefore upcoding is obviously not an issue,
and so you don't see it up here.

The other difference is in the S&TA category. W
don't have S&TA net of productivity inprovenent here. W

have | eft productivity out altogether under the theory that
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here when you achi eve a productivity inprovenent, your
paynents will go down along with your costs. That is the
inmplicit productivity factor, if you will. W didn't think
we needed to adjust for it again in the update franmeworKk.

So those are the two primary differences.

|"msorry, Janet is rem nding nme, of course, that
we also -- at least at this point intine -- don't have a
site of care substitution factor as well. The declines in
| ength of stay raise the issue of whether we shoul d be
| ooki ng at where these patients go upon di scharge fromthese
facilities. Anecdotal information suggests that there has
i ndeed been an increase in the use of other forns of post-
acute care after discharge fromthese facilities. And we do
want to take a | ook at that when our episode file conmes into
effect.

But at the nonment, we don't have a site of care
substitution factor here either. Question?

DR. ROAE: This still continues to include
children's and cancer hospital s?

MR. ASHBY: Yes, the update will apply to them

DR RONE: Are there any data with respect to

cancer hospitals or children's hospitals that are specific
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or different, because data -- they are obviously very
different facilities than rehab facilities and chronic
hospitals. And what we're doing is doing an anal ysis based
on a large nunber of rehab facilities and site facilities
and taking that result and applying it to acute care cancer
hospi tal s.

MR. ASHBY: Not only an analysis, but the | aw
itself, of course, does the sanme thing. | think you're
maki ng an excellent point. Mich of the provisions of the
BBA were in response to the new old hospital issue. WllI,
how many new children's hospitals do we have? How nmany new
cancer hospitals do we have? Actually, there may be sone
new cancer hospitals, but they're not in the exenpt
cat egory.

So nmuch of what has driven policy is, | guess, it
seens to nme, not really applicable to these facilities.
It's a very good point.

DR. ROAE: | think it would be interesting,
therefore, to do an analysis, if you' re doing an anal ysis
and if you have the avail able data, of the cancer hospitals
separately or the children's hospitals separately, to see

whet her or not the decisions that are being made on this
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| ar ger dat abase nmake sense.

| have no a priori know edge of whether or not the
cancer hospitals would | ook |ike they need nore of an
increase or less of an increase, but it just doesn't nake
any -- it's really appl es and oranges.

DR. NEWHOUSE: Jack, | think that conmes in on the
S&TA. W haven't gotten to a site of care yet. There may
very well be a different -- what you're leading to is a site
of care substitution would differ, which is very likely
correct. But we haven't gotten to a site of care
substitution adjustnent yet.

DR ROAE: |I'mnot sure that's right. | mean,
they're just conpletely different --

DR. NEWHOUSE: No, the S&TA may well be different
in those. | think there were nine and are now 10 cancer
hospi tal s.

MR. ASHBY: There are 10, yes.

DR. ROWNE: The second is that this includes units,
you keep tal king about facilities here. But you're talking
about units within hospitals as well as free-standing
facilities; is that right?

MR. ASHBY: W coined the word facilities to take
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in free-standing hospitals plus units of PPS hospitals. And
it does indeed apply to both.

| think the point about |ooking at children's and
cancer a little closer is a good one. | think we should go
back and put that on the agenda for this year. They,
per haps, have gotten a little bit of short shrift just
because there are so few of them and their nunber of cases
are so small, in the case of children's. But | don't know
if that's a great reason not to look at them Perhaps we
shoul d.

DR. KEMPER: Do you have data on total margins?

M5. GOLDBERG It's in the data that we have, but
not in the printouts. So we'd have to run sone additional
dat a.

DR KEMPER: | think that would be useful to | ook
at in comng at this.

| guess | come away fromthis just scratching ny
head about what's really going on behind this, because
unli ke the other updates where all the hospitals are subject
to the same set of rules, here you have a whole different
set of rules, depending on the history of the facility and

the nature of the costs, and so on.
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And so when we | ook at the aggregate data, say on
profitability, that m ght be a mx of sone facilities that
are very profitable and sonme that aren't very profitable,
sone that deserve an update and not.

| guess ny biggest concern is it sounds as if
there is, for the set of facilities that is truly cost-
based, that is to say if they have shorter |engths of stay
and their costs go down, their paynents go dowmn. O vice
versa, if their costs go up -- in other words, if they're
not subject to any of these limts, for that group of
facilities, don't they already get a sort of automatic
update? And then another set of facilities that's up
against the limt anmpbunt where they don't get any update at
all, any inplicit or automatic increase or bonus or
what ever .

And so they deserve an update but the others may
not deserve any update. Deserve in the sense of cost of
efficiency.

MR. ASHBY: Right. One of the things that we have
to keep in mnd here, which was going to be ny first
statenment as we | ook at the update framework, is that the

update only applies to the facilities limt. |If the
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facilities cost is underneath the |imt -- actually, |
shoul d say well underneath the Iimt, beyond where bonus
conmes into effect, then their paynment increase is driven by
their cost increase. It is truly cost-based.

So you're right, the dynamics are a little
different and we have to keep that in m nd.

DR. KEMPER: So they don't then get this update?

MR. ASHBY: No.

DR. LAVE: This comrent |I'mreiterating -- is that
what we do when we're forceful as opposed to repeating?
amreiterating a request. This actually follows from
sonet hing that Peter has said.

That is that ny preference would be, in many of
t hese things, where we talk about margins, is to also give
sone distributional data about the distribution across
facilities with respect to what's happeni ng.

| find sort of this concept of aggregate nargins
somewhat befuddling because you have very different things
goi ng on underneath. 1'd like to know sonethi ng about the
medi an hospital or the nedian facility. | nmean, you've told
us sonet hing about young and old but even then again, the

data there are in the aggregate ternms for those facilities.
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So I"'mnot exactly sure what distributional data,
but I think that it would be very informative to have sone
di stributional data behind the aggregate data that are
presented, not only for these hospitals but for the regul ar
hospitals that are subject to PPS, as well.

MR. ASHBY: We will do that.

DR. W LENSKY: Any further comrents?

MR. ASHBY: Do we want to | ook at the framework
agai n then?

First of all, nmy first caveat was the one |'ve
already made. This only applies to the limts, and that's
an inportant thing to keep in the back of our mnds. Second
is that we are not expecting to make the recomrendati on here
until our June report. So this is a prelimnary |ook at it.

You can do the extent of decisionnmaking that you
feel confortable with, but you wll, in any event, have an
opportunity to revisit the decision before it becones final
and goes into our report.

But where we stand here is that, first of all, the
forecasted nmarket basket for 2001 is 2.8 percent. The way
we have traditionally done correction for forecast error is

that we are | ooking back two years, that is to '99, which is
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t he nost recent actual data that we have avail abl e.

And it turns out that the actual market basket
increase in '99 was the sanme as HCFA forecast at the tine.
And so the correction factor is zero.

Now for the S&TA, there's a little bit nore to
this than neets the eye, and I'min a little of an awkward
position here because we had originally planned to initially
address this issue with the PPS hospitals and Nancy Ray was
going to do these cooments. So | guess I'm in a way,
substituting for her, as well.

That is, you'll recall that |ast year we took a
| ook at Y2K issues in the context of S&TA. W posed the
guestion of whether after the magi cal January 1 goes by,
wll there be additional Y2K related issues that hospitals
have to deal with?

| think it's safe to say that, as of January 14th,
we don't see any signs of it. But this is one of the
advant ages we have in holding this for a couple of nore
months. I f sonething should naterialize, we would be in a
position to respond to it.

Comment on that?

MR. JOHNSON: Just on that, Jack. | think one of
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the things that you may not have antici pated, though, is
t hat people spent a |lot nore than they thought they were
going to spend. It's not just computer systens, it's
equi pnent, enbedded chips, |egal issues for protection.

For exanple, Peter and Gail know in Lansing,

M chi gan, we now have two hospitals there. Their figures at
the end of the year, of expenditures for Y2K between the two
hospitals, were $40 million, a fairly significant nunmber in
a small community. And as you go to sone of the |arger
comunities, the nunmbers run nuch higher.

So if anything, I'd say it's not an issue of are
there going to be nore expenditures, because we m ssed and
we've got to go back and fix. | think the fact is between
equi pnent, between conputer and information systens, between
consultants to conme in and set these things up and change
them ny estimate in our state, at |least, is the people
spent about twi ce as nuch as was esti mated.

Now the result of that is there's no crises 14
days later. But on the other hand, if our prem se on the
update is well, since nothing happened we're not going to
give an update, | think that really shortchanges what

actual |y happened out there in the field.
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DR. W LENSKY: We'll cone back to this in our next
session on inpatient. | think this issue about to the
extent that there may have been a conponent error or an
underestinmate in the past, we can tal k about whether or not
-- as we sonetinmes do corrections -- whether that's
sonet hing that we want to take up

MR. ASHBY: So we'll defer that conversation to
this afternoon?

DR. W LENSKY: Yes, because of the fact that it
seens to nme that it's not as conpelling with the PPS-exenpt
hospitals as it may be within the general hospital world.

MR ASHBY: On Y2K?

DR. WLENSKY: In terns of the extra paynents
But | don't know whet her Spence's conments --

MR. ASHBY: What do you think about that? On
ot her S&TA, you're absolutely true, we've always kind of
t hought that. But on Y2K | wonder, is it really any
different?

DR. NEWHOUSE: The units woul d presumably be part
of the overall hospital effort.

DR. W LENSKY: Sone of them are.

DR. NEWHOUSE: | understand, not the free-
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st andi ngs.

DR. W LENSKY: | guess |I'mthinking about -- and
it just may be nore of a question of whether or not we m ght
need to try to see estimates. These are just a different
cl ass of hospitals. And whether or not, whatever goes on in
t he general hospital world, we ought to try to see whet her
there's any indication of whether Y2K spending for this PPS-
exenpt class of hospitals was about the sanme or |less for
what ever set of reasons.

DR RONE: Wth respect to that -- I'll reserve to
this afternoon ny comments about Y2K in general. | think
that these hospitals are less likely to have had the kinds
of expenditures. Qur expenditures were in the ICUs, in the
operating roons, the recovering roons, nonitoring areas of
coronary care units, where we spent, in our hospitals, $34
mllion on this issue.

We can tal k about how nuch of that we woul d have
spent anyway. Sone of it was just equi pnent that we
replaced a little earlier than we woul d have ot herw se, et
cetera. We can go back and forth. W' Il explain what we
spent and why.

But | would agree that these hospitals, which are
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t he rehab, psych, are not inmunized conpletely fromthese
i ssues, but sonewhat |ess technologically intensive. So |
think we have to say that.

MR. ASHBY: That's a good point.

DR. RONE: Forgetting Y2K -- thank god we're able
to do that -- | think that the S&TA, you're taking the
productivity out because you're saying that feeds back to
| oner paynents anyway. So this is not an S&TA di scounted by
the productivity?

MR. ASHBY: No.

DR. RONE: This is S&TA. And so | want to | ook at
the S&TA level of zero. | want to ask you what the trend
has been over tine, over the |ast several years, as to what
that S&TA was if you add back the productivity discount,
because it's not in this one? |In other words, what has that
nunber usually been over the |last three or four years.

MR. ASHBY: For PPS-exenpt hospitals it has been
zero in our update recommendation for several years.

DR RONE: |Is there ever a point at which you
think there are sonme scientific and technol ogi cal
advancenent s?

MR. ASHBY: | was going to get to that. W did do



10

11

12

13

14

15

16

17

18

19

20

21

22

135

sonme looking into this where we could. W nade sone calls
to two different organizations, did a little bit of
literature search, and really did not uncover anything
significant, substantial that related to these facilities.

And so we've generally sort of continued with the
t hought we've had previously, that nost of the significant
expenditure of dollars for new technol ogy has been in the
acute care hospitals. It sort of parallels your Y2K
coment, actually.

DR RONE: If that's your analysis, all | would
want to say is we should be mndful that, just like the Y2K
experience may be different in the acute care hospitals,
this may be different in the acute care hospitals. And
what ever decision is made with respect to this isn't
necessarily driving this issue with respect to the other
hospi tal s?

MR. ASHBY: No, and as you'll hear this afternoon,
we did not treat it the sane either.

The other comment |'d make by way of background is
that several years ago we did do actual sponsored research
of S&TA neasurenent. And we did do that separately for the

exenpt hospitals, and we got a m nuscul e nmeasured anount. |



10

11

12

13

14

15

16

17

18

19

20

21

22

136

think it was |ike .1 percent or sonme such, along that |ine.

It didn't even round to .1. It rounded to zero.

DR. W LENSKY: And not in the rehab, either.

MR. ASHBY: No, at |east not at that tinme. O
course, the rehab field has changed rather drastically the
| ast few years.

DR. WLENSKY: That's the only one, at a sort of
an intuitive level, I'mnot surprised that you weren't
pi cki ng anyt hi ng up naybe on |ong-termcare and psych. [|'m
alittle surprised that some of the inpatient rehab would
have had --

MR. ASHBY: No. | would not want to guarantee
that we would find the same thing today in rehab. And
that's part of the reason that we at |ast tacked the .2 on
to here. There's uncertainty, because of the fact that we
have not neasured this recently. There's also uncertainty
in the sense that the S&TA neasurenents al ways | ooked at
significant major devel opnents.

We coul d never really capture all the small ticket
stuff. And I'"'mconfortable with the conclusion that it is
literally zero, in light of these small i mmeasurable things.

DR RONE: W'Il give you a card, Jack, that says
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if this patient is ever admtted to a rehab hospital he
shoul d not get any advances in care that have been
i ntroduced since the year 1991. Wuld that be okay?

MR. ASHBY: That's kind of the point. But not
any, it's so stark that it really | eaves you with an
unconfortabl e feeling.

DR. LAVE: | don't know about the literature
research, but | would imgine that one of the reasons that
it hasn't been this huge problemhas to do with the fact
that there's been this decrease in length of stay. So that
it's very difficult analytically to cross off the effect of
the decrease in the length of stay. Since that's not being
in there, it could have been that the decrease in | ength of
stay, had there been no, would have had a bigger effect on
overal | costs.

DR. RONE: In the PPS-exenpt units would that be
as inportant?

DR. LAVE: |I'mjust saying that one of the reasons
that we, | think, are not observing -- where you woul d
observe it woul d be cost pressures pushing you up agai nst
the limt, and you would be observing a | ot of hospitals

m ght be having trouble because they were inplenenting
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sci ence and technol ogy, and you m ght have sort of an ah-ha
ki nd of thing.

But if you | ook at what's going on, you've had
this significant decrease in the length of stay. And you
have had a consistent update, so that you' ve had sone | eeway
in those facilities for inprovenent in technology. So that
Jack doesn't really have to go and get 1990 technol ogy. He
can go and get 2000 technology with a good consci ence.

DR. ROAE: Wiy do you think there's been a
reduction in length of stay at places that PPS exenpt?

DR LAVE: It's probably to do with science and
t echnol ogy?

DR ROAE: No, it's because Medicare is not the
only payer and the other payers have strict limtations and
the length of stay that they'Il pay for. And so you build
in a system because managed care payers and ot her conmerci al
payers, et cetera, don't treat these as if they are exenpt
fromthese restrictions. That's the reason. Nothing to do
with the science and technol ogy.

DR. W LENSKY: W don't have to nmake a fina
deci si on on whether we want to include this, but the notion

of having sone | eeway that people can think about when we
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come to make our recommendation, | think, is appropriate.
MR. ASHBY: So we're at a point where we can | eave

this chart and pick it up?

DR. WLENSKY: | don't see -- unless want to
di scuss the issues anynore -- that we need to do nore.
DR. KEMPER | just hope that -- in the background

here is this dramatic increase in Medicare margins. And the
story you've told is that paynents are either being capped
by this limt or being adjusted to actual costs because
they're really based on a cost reinbursenent |evel

So sone expl anation of why that's occurring and
whet her that should affect our update thinking, seenms to ne
inmportant. In a couple of areas, Medicare's two-thirds of
the business. So Medicare's got to have a lot to do with
what' s happening to that.

And nothing in the way it's witten would explain
to me why has there been that dramatic change, and should
that affect --

MR. ASHBY: Change in [inaudible]?

DR. KEMPER  Yes.

MR. ASHBY: | think broadly speaking, the |ength

of stay drop and the introduction of the new facilities with
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hi gh bases does explain a ot of it. But there is nore
detail behind that, as you said, because you have one set of
facilities that are affected by the limts and one set that
are not, and they're having different experiences.

DR. KEMPER: So if we | ooked at the old ones, we
woul dn't see this increase in margins?

MR. ASHBY: Oh yes, we would, but |esser so. That
is one of the analyses that we wanted to cone back w th next
time. We want to |l ook at the trend in the new and the old
separately, because that's the way you tease out effect of
length of stay fromthe effect of new facility. So at a
m ni mum you want to do that.

Secondly, we want to |ook at the distribution and
t hat neans nonitoring what's happening with those who are up
against the limt versus those who are not.

DR. KEMPER But it just strikes ne that sonmewhere
in the paynment, in these conplicated paynent details and
bonuses and so on, sonething is going on to raise the
margins. And if you could shed any light on that, that
woul d be hel pful.

MR. ASHBY: We will try to be nore specific

[ i naudi bl e] .
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DR. W LENSKY: Comm ssioners, is there any other
corment? W're going to break for lunch. | think we're
down where we were yesterday. W can either reconvene at
1:00 or 1:15. | think it will take 30 or 40 m nutes to go
t hrough the session and | would |ike you to see the ESRD
recommendation, to see whether we're capturing it.

Again, nmy main interest is in keeping you here to
have input on this, so 1:.00 is fine. W'II|l reconvene in
public at 1:00.

[ Wher eupon, at 12:21 p.m, the neeting was

recessed, to reconvene at 1:00 p.m, this sane day.]
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AFTERNOON SESSI ON [1:24 p.m]

DR. W LENSKY: Tinf

MR, GREENE:

Good afternoon. Now we're turning to the update
for PPS hospitals, PPS inpatient paynent rates.

A brief background on the update. As you recall,
the operating update is set in statute by the BBA. On the
ot her hand, the capital update is set by the Secretary with
di scretion, set through the rul enaking process. This year
we' Il be having a single update, a conbined capital and
operating update, consistent with the recomrendati on you
made earlier.

Though the operating update is set in statute, we
take the position that the Congress | ooks to the Conm ssion
for advice on the appropriate |evel of the operating update
and an evaluation of the capital update, as recomrended by
the Secretary. So the Comm ssion has al ways nade
reconmendations for a |level or a range for the operating
update and published it in its March report.

This year, we're considering a change there. Wth
the June hospital paynent report com ng out, we're planning

to publish the update recomendati ons as part of that



10

11

12

13

14

15

16

17

18

19

20

21

22

143

docunent. So the inportant consideration here, which I'm
sure you thought about but | want to re-enphasize, is
there's no decision to be made at this point.

This is, in a way, a background briefing, for
information that you'll be hearing again in March or April,
at which point you'll be considering the PPS update

reconmendati on.

We think and hope that the information you'll be
hearing now will be very simlar to what you'll be hearing
in March, and that what you hear today will be useful as

information then. W don't expect the nunbers, the narket
basket nunbers and others to change dramatically, but 1"l
have to enphasize that this is all prelimnary information
at this stage.

Post ponenment of the update decision until Mrch
has a nunber of advantages. First, we'll have new data
avai l able at that point. As you know, data is not currently
avai l able on PPS margins. By waiting until March or April,
we expect to have data available that will tell us sonething
about the inpact of BBA as reflected in PPS and t ot al
margins in 1998.

Second, we are undertaking a study of real case
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m X change, using data abstracted, collected by HCFA, where
contractors reabstracted nedical records and then assi gned
DRGs to these records. W're using that as a basis of

devel opi ng a neasure of upcodi ng.

This is parallel very much to a series of studies
that were done at Rand in the late '80s using the simlar
files of reabstracted data, but that's gotten rather old by
now. Now we're tal king about information from 1996 through

1998 and perhaps through 1999.

Movi ng on, an overview of what we'll be doing
today. First we'll be presenting an application of the
MedPAC general update framework to PPS inpatient rates. |'m

not going to get into the details of the update franework,
since you heard about that from Jack and you heard about it
just a few hours ago as applied to the exenpt hospital
situation. I'll highlight areas where this application

differs fromthat for exenpt hospitals, but basically Il

be filling in the pieces.

As | indicated, we're tal king about a conbi ned
paynment rate so we'll be fram ng things as a conbi ned
paynent rate and |I'I|l be discussing a conbi ned market basket

and estimates for that.
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"1l be going over our prelimnary information for
net S&TA adjustment, which neans our information on science
and technol ogi cal change on one hand and al so our
information on net productivity standard.

"1l be going over the site of care substitution
background information and a range of possible val ues for
this year and information on case m x adj ustnment.

"1l re-enphasize, this data is for information
and is prelimnary and I'"'msure will be updated for Mrch
and April.

Starting with the market basket, |'m presenting
here current estimates of market basket rate of increase for
fiscal year 2001. What |'m presenting here and using for
the purposes of this exercise is data fromthe HCFA nmarket
baskets, operating market basket and capital market basket.

| do have to note that operating market basket on
the one hand differs slightly fromthe MedPAC market basket.
As you decided in Septenber, we wouldn't be nmaking an
adjustnment for that difference now or in the future.

On the other hand, the capital narket basket
differs significantly. It may not differ greatly at this

time of low and steady interest rates but it nay differ nore
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significantly in the future.

VWhat we're presenting here is essentially our
first cut or an interimversion of a conbined capital market
basket conponent. W may want to go back and | ook at that
nore carefully after the reconmendation is prepared. That
may be a topic for the workplan for next year, to give it a
serious effort.

DR. RONE: My | ask a question about this? Tim
how do you get to 90/10? How is that determ ned?

MR. CGREENE: It's based on information on
di stribution of Medicare paynents by capital versus
operating. |It's generally considered to be representative
of the distribution of costs between capital costs and
operating costs. |'msinply applying weights reflecting the
relative inportance of capital costs and operating costs to
the hospitals.

DR. RONE: The 10 percent seens a little high to
me for capital

MR. GREENE: Operating paynents run at about 8
percent and they've been fairly steady in the 10 percent
range for sone tinme.

DR. RONE: That may be for Medicare. It just
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seens a little high. M budget is $2 billion and that would
be $200 million in capital this year. W probably didn't do
nearly that much. It just seens a little high for hospital
capital. But if that's what the Medicare paynent is, |
guess that's what we shoul d use.

You include debt service in the capital, right?

MR. GREENE: Yes. This is capital costs. This is
not investnent, this is capital interest and depreciation,
based on interest and depreciation.

So briefly, for the current forecast for the HCFA
operating market basket is 2.8 percent for fiscal year 2001.

For the HCFA capital market basket it's .6, for a conbined

mar ket basket of 2.6

DR. ROWNE: How does that differ fromthe 2.8 that
we heard from Jack before |unch?

MR. CREENE: It's a different framework. It's a
di fferent market basket which was simlar in many ways, but
differs slightly. A different collection of conponents that
are then --

DR. RONE: So the PPS-exenpt facilities have a
di fferent market basket that you sanple.

MR. GREENE: Yes.
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DR. RONE: Even if they have are a unit, rather
than a free-standing facility, a unit of an operating
hospital. So you're saying like the psych unit or the rehab
unit at a hospital have a different market basket. And the
rest of the hospital take -- okay.

MR. GREENE. Yes. The other elenent in the price-
rel ated adjustnents, apart fromthe market basket neasure of
price increase, is an adjustnent for forecast error in past
years. As we discussed previously, we don't want to refl ect
past errors in the future paynent rates. W're always
adjusting with a two year lag, so fiscal year 2001 update
reflects errors in the 1999 forecast.

In this case, the net effect is to increase the
update by .1 percent. So we have a total for price related
el enents of 2.6 plus .1 for 2.7 percent.

Movi ng on to the science and technol ogy
adj ustment, here we've determned in our review of
scientific and technol ogi cal change in the acute hospital
i ndustry, we found no mgjor change fromlast year. So we're
recomendi ng that we apply the sanme adjustnent for general
S&TA that we recommended | ast year of .5 percent.

The maj or issue, both last year and that you
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t al ked about this norning, were Y2K conputer costs. At this
poi nt, we suggest a zero percent adjustnent for that,

t hough. In the paper we namiled out, we suggested a range of
zero to .5 percent, if you decided that was sonething you
consi dered worth an adj ust ment.

Productivity standard was sonet hing you di scussed
in Septenber. There you were discussing a .5 percent
factor. W did our regular review of the productivity
literature and determ ned that BLS data, Departnment of Labor
data, on multifactor productivity in the econony, the non-
farm econony, indicates a .4 percent increase, both for 1987
to "97 and for '96-'97. In other words, a pretty steady
rate of increase for a conprehensive nmeasure of productivity
grow h of about the nunber that you were recommendi ng for as
a productivity standard in Septenber.

So the net effect there would be .5 percent
prelimnary science and technol ogy i ncrease offset by a .5
percent productivity standard for a zero percent adjustnent
for science and technol ogi cal advance.

DR. WLENSKY: Tim | just want to raise sonething
because it relates to a coonment that Spence nmade earlier

about actual Y2K expenditures. Wiile it may |ook like there
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is a zero conponent, actually it's not true because the
noney that was put in went into the base |ast year as
opposed to being a one-tine contribution. So unless it
cones out actually, although the Y2K expenditures are
presumably time limted, the addition continues unless we
take it out.

So we can think about it, and again we don't have
to cone to a --

DR. RONE: What was it, .27

DR. WLENSKY: .5. So it was not small, to have
permanently in there.

MR. ASHBY: Could | put in a caveat to that,
t hough? You wonder how to treat this, but while we did add
the .5 increnment |ast year and it was put into our range for
t he update, we then, in essence, sort of superseded the
range by making a statenent that the update in | aw woul d be
appropriate. The update in law was .7 percent at the tine.

And it's unclear that you would view that as |arge
enough to enconpass that .5 that we had in the range. So
one m ght say that maybe we didn't give it to them |l ast year
and maybe we don't need to take it back out.

DR. WLENSKY: | wasn't suggesting we take it back
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out, particularly, as much as saying that it nay be nore
than having just tried to acknow edge | ast year the anount.
So | wasn't really suggesting you take it out.

DR. RONE: What was the range |ast year?

MR ASHBY: W included .5 for Y2K

DR. RONE: W canme down to a range. W decided on
.7 but what was the range?

MR, ASHBY: Zero to 1.8, 1.9, sonething like that.
It was a range that extended a ways beyond the .7 that was
in | aw.

MR. GREENE: Two things about the base. W
recommended a certain value for |last year but what went into
t he base was what was determ ned by HCFA in setting the PPS
rule. No matter what our recommendation was.

MR. ASHBY: No, set by Congress.

MR. GREENE: | agree. But what was issued as the
final rule was what determ ned the base, not anything we
said or thought about. But that points one way.

On the other hand, we need to rem nd ourselves
about Y2K costs. W're nmaking a reconmendation for fiscal
year 2001. We're tal king about Y2K costs that may be

continuing from Cct ober on.
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DR. WLENSKY: | just wanted to raise the point
that even though you nay not add it in each tinme, depending
on how you vi ew what happened doesn't nean that it's only
had a one-tine effect. W can go back to discuss today, or
in March or in April when we have |ater nunbers, what if any
di fferent nunber we think.

But the fact that you see zero doesn't really
suggest zero because of the way it -- whether or not you
want to have it suggest all of what we recommended is
sonmet hing el se. You have to go back to | ook at the various
ranges for each of the elenments we had to try to think about
where we actually ended up

DR RONE: Is there sone way of getting an
estimate fromsone third party, objective third party, of
now t hat we know what did or nostly didn't happen at Y2K
what, if any, Y2K rel evant expenses there would be starting
next Cctober? O | guess this Cctober.

DR. WLENSKY: W can try to ask. |'mnot sure
there is such a thing. The issue that you raised is
probably the trickiest one, which is in ternms of expenses
t hat were undergone, how nmuch of these were expenses that

woul d have been undergone and nmaybe were accel erated by
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this.

DR. ROAE: | have to say in ny experience that
think that Y2K was nore expensive than we thought it would
be but that part of that -- not all of it, but part of it
was that we accel erated certain kinds of turnover of
equi pnent and things just because we didn't trust what we
had.

| don't think that accounted for all of it, but |
think it accounted for some of it.

DR. WLENSKY: W can try to find out. The staff
can | ook.

MS. ROSENBLATT: If we do that, there's another
side to that which is that a ot of the experts are saying
that the fact that there has been new equi pnent purchased
and better equi pnent purchased that there should be greater
productivity savings, which is to say that naybe the .5
percent is too |ow

DR. ROAE: | think that if in fact buying new
equi pnent actually does increase nmy productivity, |I'd be
happy to know that, and probably would buy nore of it. |
think that's reasonabl e.

MR. SHEA: | just had a process question. Do we
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have any way of | ooking back and correcting for any of these
categories, as we do for the market basket errors?

MR. GREENE: W haven't in the past.

MR. JOHNSON:. Actually | have several comrents
about the whole formula, so | don't know if you' re done.
You go to productivity? | guess I'll wait until he
finishes.

MR. GREENE: Next I'mturning to the site of care
substitution conmponent, which has been a major part of --

MR JOHNSON: Gail, | didn't know if he was done.

DR. WLENSKY: | don't want to have a genera
di scussion. | had raised this as a clarification to how to
t hi nk about the zero. W'IlIl conme back and open it up.

W'l | conme back and have a regul ar di scussi on.

MR. GREENE: As we di scussed on many previous
occasi ons, the Comm ssion has made an adjustnent for change
in site of care the | ast several years. Average |ength of
stay Medicare inpatients has declined 27 percent from 1991
t hrough 1997, the nost recent data avail able. Qur nost
recent cost report analysis found a mnus 3.4 percent
decrease from'96 to '97, which is new data conpared to | ast

year .
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We believe that a good deal of this decrease has
been acconpani ed by increased care in rehab hospitals, SNFs
and ot her locations for which Medicare is paying for service
even while payment for PPS hospitals does not decline
proportionately with declines in | ength of stay.

One point we can see here, the second line from
the top and the very bottom are Medicare data. So what we
see there is substantial drop in length of stay acconpani ed
by a noderate drop in costs per discharge for Medicare
cases.

Now we suppl ement that with infornmation on al
payers from AHA data, panel survey data. Looking at the
next set of lines, we see a decline in costs per adjusted
adm ssion, nore or |less paralleling the Medicare pattern and
a decline in total length of stay, length of stay for all
patients, which also parallels but is nore nodest than the
Medi care decl i ne.

It's useful because though we don't have Medi care
data for the '97-'98 period, we can see fromthe past
simlar pattern, we can guess nore or |ess what the Medicare
data will be showi ng when it cones in. W'Il|l be seeing

continued decline in length of stay and cost.
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Just for clarification, renmenber that |ength of
stay decline nunbers there, the ones on the bottom are rate
in change. W're not saying an increase in |ength of stay,
and since 1995 just a noderation in decline.

|"ve found in many presentations and di scussi ons
that | oses people. They |ook at that and they say oh,

Il ength of stay is going up again. No, it's not, it's just
not declining as rapidly.

W were hoping to have information fromthe new
hospi tal indicator survey, the new survey we've been
sponsoring with Anerican Hospital Association and HCFA. The
data is just not available at this tinme. There's data in-
hand but just not considered -- exam ned cl osely enough and
reliable enough for us to present. So ny apol ogi es on that.

This is the steps we've gone through to get the
site of care substitution adjustnent we woul d consi der
suggesting you consider it for this year. First we
enphasi ze the whole Il ength of stay decline is not due to
site of care substitution. Sonme is inproved perfornance,

i ncreased efficiency in hospitals and so on.
So though we estimate a cost reduction associ ated

with the actual length of stay decline, we nake an estimte



10

11

12

13

14

15

16

17

18

19

20

21

22

157

of about 10 percent, which would be attributable to site of
care change, site of care substitution. That would be the
maxi mum anount that one m ght want to adjust paynent rates
by.

DR. RONE: That's over the whole period of tinme?

MR. GREENE: Yes. That's cunul ative.

Now we cal cul ated that we've already nade
adj ustnents to paynent rates that we could describe as site
of care adjustnents equal to about 6 percent over the
period. W'IlIl be getting to that in a nonent. That's based
on a conparison of what the actual updates have been versus
the updates that will be justifiable using the MedPAC
framework for price change, S&TA, and so on

That | eaves a 4 percent adjustnent still to be
made, and we woul d suggest considering a 1 to 2 percent
adj ust nent per year for 2001. So that would be the nunber
t hat we woul d consi der based on our data for inclusion in
t he framework.

Thi s overhead, which we also include in the
chapter and is discussed in detail there, lays out the steps
we went through to get that 6 percent adjustnent already

made. Sinply a conparison year by year of the actual
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updates in | aw and i npl emented versus the update that would
be suggested by your framework including all factors other
than site of care substitution

In 1999 the actual update was 1.1 percent |ess
t han woul d have been suggested by the franework based on the
t hi ngs we consi der appropriate, which suggests that, in
effect, we made a 1.1 percent reduction in paynents that
goes towards reducing the paynents for site of care
substitution. The total for the three years plus the effect
of expanded transfer policy is mnus 6.2 percent, which
conpared to the 10 percent to be nmade gave us that 4 percent
still remaining.

DR. RONE: Are these changes nade in the base
al so?

DR NEWHOUSE: Yes.

DR RONE: So is there a conpoundi ng of these
effects over tinme? So that you shouldn't actually just add
the 2 percent you did this year and the 1 percent that year
and the 1 percent the next year and it adds up?

MR GREENE: This is the cunmul ative effect each
year on the base.

DR. ROVE: More than or |l ess than the sum of the
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i ndi vi dual effects?

MR GREENE: There's a cunul ative effect, but it's
trivial. Here it's 2 percent in the first year, 1 percent,
and so on. If you did themlike conpound interest, you'd
get a nunber slightly different than 6 percent.

DR. ROAE: That's ny question.

DR. LONG 4/100ths of a percent.

MR. GREENE: Moving on to the next overhead, we've
al ways included an adjustnent for case m x index change in
the update framework. 1In particular, an adjustnment |argely
taki ng account of upcoding in the hospital industry.

W' ve been struck by the data that's finally cone
in for fiscal year 1998, the nbst recent data avail able, on
case m x index change. There we have, for the first tinme, a
decline in the case m x index that we expected and that we
were anticipating | ast year based on prelimnary data, which
is very clear now, of .5 percent.

We understand from anal ysts at HCFA that they
antici pate conparable mnus .5 percent decline for fiscal
year 1999. So there seens to be no basis, given this data
and given everything we understand, for an adjustment for

upcodi ng change.
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DR ROANE: Wuld you assune, it follows | guess
that you' re recommendi ng that there be an adjustnent for
downcodi ng?

MR. GREENE: That is a question, would you want to
nmake a positive adjustnent to the update on the grounds that
hospitals are downcoding or billing too little. And that's
a possibility. It seens nore likely though is what it also
suggests is there was so nmuch upcoding in the system al ready
that...

DR RONE: I'mreally have a good time |istening
to this explanation for why we adjust for upcodi ng but not
for downcodi ng. Go ahead.

MR. GREENE: The other point that | was going to
make is we've also included an adjustment for within DRG
conpl exity change, increases in case conplexity and
costliness not reflected in the DRG distribution and hence,
in the case m x index.

For the | ast several years both ProPAC and MedPAC
have nmade zero to very small .2 percent adjustnments for
that. And we have to admt we really don't know, based on
i nformati on we have, we don't have any really hard

information on within DRG case conplexity change at this
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time. So we'd suggest not meking any adjustnment in that
ar ea.

DR. KEMPER: W/l you have information before the
next neeting on that?

MR. GREENE: No. | suppose there could be things
done by conparing APR-DRG and DRG adj ust nent.

DR. KEMPER: That's what | was goi ng to suggest
because if there's downcodi ng then doesn't the within DRG
mx, isn't it likely to get nore conpl ex, nore severe?
nmean, don't they nove in opposite directions?

MR. GREENE. Yes, it could. Depends on the nature
of the downcoding. If it's DRG coding change it's one
thing. |If it's diagnosis coding change, prelimnary
assi gnnent of DRGs, you m ght see that polluting both the
APR-DRGs and the DRGs.

DR. RONE: Is the upcoding age adjusted? |'m not
t hi nki ng on an annual basis, but |ike over a 10 or 15 year
peri od?

MR. GREENE: No, we're sinply conparing average
DRG wei ght, which is the CM year to year.

DR. RONE: Right, so average CM for the Medicare

popul ation in 1998 versus 1988.
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MR GREENE: So in the long termit's going to
refl ect changes in the denographics of the popul ation, as
wel | .

DR NEWHOUSE: W never assuned that all of the
nmeasur ed change was upcoding. Sone of it was true change.
So the aging would cone in through that nechani sm

DR. LAVE: The APR-DRGs nmay pick up nore effect of
age because they may have nore of the conorbid conditions
that stick you into a different severity.

DR ROAE: | was just thinking from 1985, where
there was this ridiculous 5.5 percent increase, but there's
probably sone small nunber -- | don't know what it is --
over time, over a 20-year period with changes in the
denographi cs, that influences this in sone way. |It's snal
but it's probably there.

What you're saying is the upcoding correction
never ate up all the upcoding, so therefore there was
sonething left which was felt to be real?

DR. NEWHOUSE: Right. The assunption was this
woul d asynptote out at the true change, because short of
outright fraud there was only so much upcodi ng one coul d do.

DR. RONE: Hopefully.
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MR. CGREENE: [inaudi bl e].

DR. W LENSKY: But they were not regarded as
synonynous.

DR. ROSS: Jack, | wanted to respond on the aging
phenonenon here. | haven't |looked at it in the context of
case m x index, but in other applications, and through the
1990s the last time | |ooked at this, if you tried to | ook
at the effect of conpositional change, it's very, very
smal | .

DR NEWHOUSE: | think it's an inverse "U' by 65
to 74, 75 to 84 and 85 up on the case mx. So the aging
isn't going to have a sinple effect.

MR. GREENE: Now realizing this is prelimnary and
so on, we're just laying out the update framework which you
could, if you wanted, fill in. O we could just |eave for
i nformati on.

This overhead, | realized this norning when it was
too late, cut out the last two lines which was essentially
case m x adjustnment conmponent, which you could just add on
the grand total.

As | think you can see in the mailing material,

there is one relevant itemat the end that al so wasn't cut
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out that's useful in considering possible ranges. The
actual operating update set by BBA and set in law for fisca
year 2001 would be 1.7 percent based on current market
basket information. Capital update is not set in |law so
there's no 2001 nunber to conpare it to.

We could either go through it or you can just --

DR. WLENSKY: 1'Il ask people if they -- Spence
said he had some comments. But | want to be clear, that
this is as much to talk about the framework. 1t's the
framework we've had in the past. W will have what we think
are appropriate nunbers as we get new dat a.

We're not asking to give a recomendation or a
decision now. But if you want an issue to be thought about
during the tinme, this is the tine to raise it.

MR JOHNSON: |'Il go back to where | was this
nmorni ng on the S&TA which | think is, overly-generally,
understated. |I'mnot sure | feel better by Gail's
expl anation or not, and Jack's response, about whether it's
in there in a permanent way, whether it's in there or not
for Y2K

But also, as you've witten in the chapter, you

referred to we'll continue to watch the conputer
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expenditures. That's sort of thinking of Y2K in hospitals
as your hone personal conputer. W' re talking about
physi cal plant systens. Did the Iights cone on? Does the
water run? Does the energency electricity conme on? W're
| ooki ng at nedi cal equipnment. We're |looking at information
systens. W're looking at quality systens.

And to sort of have this nmental inage that you
| ook at what hospitals spend on conputers and did they spend
nore than before Y2K, that's the expense, that's too
sinplistic. So just as you're witing it, |I'd stay away
fromthat.

A couple of other areas, we talked this norning --
in fact, | think Gerry nentioned that he had heard froma
| ot of hospital people about the inpact of prescription
costs over the last couple of years as pharmacy costs have
really been skyrocketing. | can't believe, in this
adj ustment, that there wouldn't be sonme recognition for
what' s happeni ng i n pharnmaceuti cal s.

Anot her area that | think you mght ook at is new
bl ood technol ogies. There being a lot of things added in
terms of safer blood and so on. Sone estimates that |'ve

seen are going to be pushing it up in the next year or so by
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$100 to $150 a pint, in terns of the cost of blood supplies.

Where do we stick in new adm nistrative regul atory
burden? You've got all of the H PAA stuff, confidentiality
stuff, the admnistration figures for privacy requirenments
t hat they announced recently. |'ve seen estinates on that
that run froma $43 billion inpact for Blue Cross, in terns
of inplementing it, which I"'msure is on the high end -- no?
VWll, then that scares ne for hospitals, because HCFA has
estimated it would only be $71 million for all the hospitals
in the United States, and | think it's going go be a | ot
nore than that.

So just sort of |ooking at ny environnent, | can
come up quickly with four or five things that | think are
going to have a major inpact in the next year or two that
aren't accounted for here. So I'd just throw those out to
you as you come back in March or April, and maybe you can do
alittle research on those.

M5. ROSENBLATT: | just want to follow up on what
Spence said on a couple of things. First of all, on that
regul atory burden and H PAA, | do think there's probably
maj or inpact there.

The Bl ue Cross Blue Shield Association actually
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used an external consulting firmto do that study. It was

t he Nol an Conpany. So there may actually be sone data there
that the Comm ssion could pick up because there's probably a
way to take what was done for the insurance industry and

| ook at the providers.

On the Y2K thing, | end up in a different
direction than you do, Spence. | nentioned before, | think
there probably will be some productivity inprovenment from
t he upgraded equi prent and ot her things, upgraded conputer
systens thensel ves, the | ogic has been inproved, and things
i ke that.

But | also view a |lot of the Y2K expense as a one-
shot expense, not an ongoi ng expense. So if you do take
Gail's approach of it's kind of in the base, then there
shoul d be sone stuff com ng out of it.

But | also agree that it may not be over. | nean
the conputer experts | know tell nme the next date to | ook at
is the | eap year date. So maybe by the March neeting we'll
know if it's truly over or not.

DR. W LENSKY: Again, when | nention that it was
in the base, at |least to the extent that there was sone

acknow edgenent in the actual update that was used, it was
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to say it gives you a little additional cushion. You could
al so argue it even gives you a right to subtract it. But |
think it's inportant to understand that it at |east gives
you a little bit of a cushion to the extent again you think
it was in that spread.

DR. LAVE: This is a followup on what goes in and
what goes out of the base, and it has to do with how we
ought to think about the fact that the Congress does not
accept our recomendati ons on where the rate should be
soneti nes.

If we are higher than the Congress, because of say
our expectations on the S&TA factor, do we cone back the
next year and try to put it back in again? O basically the
Congress didn't |ike that S&TA factor?

" mjust thinking here about how we ought to think
about these things, whether or not we want to or not, what's
going on over tine, just for some sort of intellectual, I
don't know, purity.

The other thing, of course, that we can do is |
think we have to take that route if we're going to take
sonething is in and out of the base. Oherw se, we sort of

start with where we are and sort of say | ooking forward,
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what do we think is going to happen?

But | think if we're going to start taking things
and tal king about sonme stuff being in the base and we didn't
haul it out, then we have to recognize that we wanted to put
some stuff in the base and the Congress didn't put it in.

So I just think that --

DR. NEWHOUSE: Judy, | think inplicitly we are
treating all the difference between what we said and the
Congress did as site of care, or at |east our point
estimate. The range sort of fuzzes this, as well. So until
we run out of the site of care adjustnent, we' ve dodged your
guesti on.

DR. LAVE: That's fine with me, too. | just want
to make sure.

DR WLENSKY: | don't knowif we have to make
this decision not only not today, but not this cycle. But |
think that the Y2K i s sonewhat different because even in
conceptual |y thinking about it, we make projections about
what we think is going to happen in the future. So while it
is true that the Congress may not adopt it, it's also very
likely that we m sguessed what it was that was going to

happen in ternms of scientific and technol ogi cal innovation
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and i npl ement ati on.

So | think there can be a rationale for saying
we're not going to go back to get it out of the base. W're
not going to try to go see whether we forecasted accurately.
W do the best we can.

The only reason | think that Y2K struck nme is
different is that we really have thought about a | ot of the
Y2K as, if not one-tine only, sonething very different going
on, although it was in part replacing normal replacenent
expenditures for conputer and support. Even if it's nore
t han machi nery, when you woul d have done a lot of this
repl acenent you woul d have done a | ot of the support.

And to the extent that it reflected nuch nore of a
one-tinme shot, then the fact that it does continue in the
base is somewhat different. So |I'm not suggesting that we
go and try to correct the base or try and correct our
projections. | just think that it's a little different here
because this was regarded as mj or expenditure noney, at a
particular point intinme, and it is different from our
normal base issues.

But again, | don't think we have to make this

deci si on.
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MR. ASHBY: 1'd like to in essence seek gui dance
on one of the technical issues here. | feel very between
and betw xt by the point that Spence has raised. Because on
the one hand | think we have to make clear that the S&TA was
never designed to capture administrative things, |ike
managenent time spent dealing wth the privacy regs and the
like.

But on the other hand, that's not to say that
those aren't very real costs and one could consider it
anal ogous to the factor for changes in |law and regul ati on
that we have in the SR

So I''mwondering how we should treat this. It
does not seem to ne, to be sonething that we should ignore.
But it does not fit in the S&TA. So should we make it fit?
Create another one-liner for |aw and regul ation factors? O
what ?

DR KEMPER: | think if we go back to the
framewor k di scussion, that m ddl e category of technol ogi cal
change and so on needs to be an elastic category where --

MR. ASHBY: \Were needed?

DR. KEMPER \Where there are specific itens that

vary, both by type of service and over tine within a
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service. So sonething mght cone in for atine that's an
issue or not. That would be ny view. | don't think that we
shoul d | ock ourselves into rigid categories.

MR. ASHBY: | think that's a good point. W would
just describe it as exactly what it is and say we're
expandi ng the category to accommbdate it.

DR KEMPER: That's different from whether or not
a specific adjustnent is justified in this particul ar case.

MR LISK: Just on a historical context from when
ProPAC had done this when the AIDS epidemc really started
breaki ng out and hospitals changed how sonme of their
practices were going, in ternms of treating all patients,
just the increased use of rubber gloves. It wasn't
technol ogy but that was sonething that was put in the S&TA,
even though it wasn't technol ogy rel ated.

DR. KEMPER. So we'll call that elasticity, too.

MR. LISK: So historically, that type of
el asticity has been consi der ed.

DR. KEMPER: | guess one issue it seens |ike we do
have to talk about is this -- for lack of a better term
downcodi ng and whet her there ought to be a negative

adj ustment there. | guess, to ne, the |ogic says yes, there
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should be. But 1'd be interested in other people's view

DR. NEWHOUSE: It wouldn't be a negative
adjustnment. It would be a positive adjustnent.

DR. KEMPER: |I'msorry, positive -- the reverse of
our --

DR. NEWHOUSE: M personal preference would be to
treat it as -- we haven't been making much in the way of
adj ustnments for upcoding, so maybe this is, in effect,
sonmething we just didn't adjust for in the past.

MR. ASHBY: W didn't nake adjustnents for
upcodi ng. ©Ch yes, we did.

DR. NEWHOUSE: Each year?

MR. ASHBY: Not lately, but...

DR. NEWHOUSE: That's what | nean, not lately. So
this is within the range of sonething that m ght have been
upcoding | ately.

MR JOHNSON: So it's a statute of limtations on
[ 1 naudi bl e] .

DR. KEMPER: Then why we didn't make an
adj ustnent? Just because it was so snall?

DR. NEWHOUSE: As Timsaid, the only data we had

were froma decade ago, and the thing seened to be
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asynptoting out the way one would have thought it would have
if there was no upcodi ng goi ng on.

DR KEMPER: |I'msorry, | msspoke. | nean the
case m x i ndex.

DR. NEWHOUSE: That's what we're tal king about.

DR. KEMPER  That graph showed pretty clear
evi dence over tine of the case mx index rising. O did |
m sread that?

DR. NEWHOUSE: No. A couple of the bunped ups
were times when we changed the group. O the '88 bunp was
when we took out the age 70. And we've also introduced sone
hi gh wei ght DRGs over time. Any time you change the group
or in principle you get a bunp.

DR. LAVE: \What happened in '95?

DR. NEWHOUSE: | was trying to renenber what
happened in ' 95.

DR. W LENSKY: The problem at |east in having
this conversation with Jack last night, is he's quite
convinced in his hospital that it isn't a coding issue. He
doesn't know what it is. He's not sure why it's happening
and they have experienced a case m x decline. But given the

incentives that they have at their hospital, he doesn't
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believe that it is a downcoding.

If we get a sense about what we think it is, we
can consider an adjustnment. | think the problemis do we
have, on the basis of one observation, a sense of what kind
of adjustment we would want to make. | think the answer is
it's going to be pretty hard to do that. And maybe there's
sonmething that's going to cone al ong between now and March,
but it would be hard for ne to imagine a whole lot that we'd
want to say this explains what is a perpl exing drop.

Maybe there is sone estinmate but at |east, again,

the conversation we had is he quite strongly things -- at
least in his one institution -- that's not what's going on.
Maybe there will be sone estimte sonebody el se nmakes about

how much of the CM change m ght be downcodi ng.

DR LAVE: | think there also is a difference
bet ween downcodi ng and nore accurate coding. That's a
different thing. And | think if one | ooks at the data that
we're presented on the infectious di seases and pneunoni a,
ones prior mght be that that was a shift towards accurate
codi ng.

So there really is a difference between -- any

adj ustments for nore accurate coding | don't think one would
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want to take into consideration. Sort of explicit
downcodi ng because |I'm scared of the big bad Feds woul d be
different.

MR. GREENE: W will have sonme data, we hope, from
this data [inaudi bl e] Rand study.

DR. WLENSKY: WII| that be ready in tine for our
recomrendati on?

MR. GREENE: Yes.

DR. WLENSKY: We will conme back to this issue at
t hat point.

MR. ASHBY: W were carrying on a side
conversation here. Another point of clarification is that
t he S&TA does include drugs as new technol ogi es. The narket
basket, of course, accommodates increases in drug prices but
they are increases in existing drug prices. But we have
i ndeed included new drugs in the S&TA estimates. W have
been all the way al ong.

DR. NEWHOUSE: Wouldn't the market basket
accommodat e Spence's bl ood exanple, as well?

MS. RAY: \Wen there's a new technol ogy or new
advancenent --

DR. NEWHOUSE: | understand, but presumably we had
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a price for blood before.

DR LAVE: |Is blood a covered Medicare service?
Doesn't Medicare --

DR. NEWHOUSE: In the hospital

MR. ASHBY: |In the hospital, yes.

MR, JOHNSON:. [i naudi bl €]

DR. W LENSKY: You can provide us, if you want,
with some -- ny sense is that it is in the indices that
we're | ooking at, fromwhat you're saying.

W have two nore reconmendations we're going to
need to revise, but if there are other suggestions you want
to make to Timbefore we | eave this issue, this would be the
tine to do it.

DR. LAVE: | have a question about how we think
about prices, and I'mglad Carol is still here, which has to
do with sort of thinking about updates for things |ike hone
health and SNFs. That is how the market for auxiliary
services, how those wage rates get affected in what's
happening in wages. Let ne try to be nore articul ate.

In the Pittsburgh area, because of the very strong
mar ket, there's been a decrease in people who want to work

in honme health agencies and SNFs and so forth. And so
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there's been much nore of a use of people who cone through
agencies. The inplication of that, at least in Pittsburgh,
is that you pay about twi ce as nuch for sonebody who you
hire through an agent than if you hire by yourself.

| don't knowif this is generic or if this just
happens to be a Pittsburgh issue. M sense was that this
was an increasing problemin very tight |abor markets, what
to do about workers who have now nuch nore increased options
and nmuch nore of a use on agency until you worry about how
to change your benefits which is, for reasons, quite
conpl i cat ed.

So the question that | have is, in terns of
| ooki ng at updates, does this shift to -- if this is
happening in places other than the Pittsburgh nmarket --
woul d this shift to agencies be picked up in the way we
adjust for wages if that is a problemthat SNFs and so forth
are handl i ng?

DR. WLENSKY: In principle, it should be. But
since we know, for exanple in hone care, we don't have the
right price -- well, we have a questionabl e wage index that
we're using, and SNFs too. In principle, if we had the

ri ght wage i ndex, we would have that.
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MR. PETTENG LL: Be careful to distinguish between
the wage proxies that are used in the market basket from
what's used in the [inaudible]. The wage index for
geographi c adjustnment is based on including or contract
|abor. So if they hire froman agency it shows up in the
ot her hand in the update. The wage i ndex proxies are BLS
proxi es that are enploynment cost index that are not
speci fic.

DR. LAVE: So this would be a problem whether or
not it's a generic issue. As | said, | don't know whet her
it's a generic problem sone other people who have issues.
But if it is a problemw th tight |abor markets and a shift
to agencies, it may be sonmething that we ought to be able to
say sonet hi ng about.

DR W LENSKY: Nancy?

M5. RAY: | am back wth revised recomendati ons
for the Comm ssion to take another | ook at.

The first revised recomendation is with reference
to risk adjustment paynments for patients with ESRD enroll ed
in Medicare+Choice. | think this |anguage took into account
the Conm ssion's desire for HCFA to risk adjust paynents now

using all available data that's available. And that this
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nmet hodol ogy shoul d be devel oped as soon as possi bl e.

The second draft recommendation is a new one, and
this one specifically addresses the issue of when ESRD
beneficiaries are in Medicare+Choice plans and the plan
| eaves the area. They cannot enroll in another
Medi car e+Choi ce plan. So ESRD beneficiaries who | ose
Medi car e+Choi ce coverage because their plan | eaves the area
should be permtted to enroll in another Medicare+Choice
pl an.

The | ast new reconmendation is directing HCFA to
collect information on the satisfaction of ESRD
beneficiaries, specifically with the goal of collecting
satisfaction about the quality and access to care.

DR. WLENSKY: Let nme make a suggestion on the
date. W' ve been tal ki ng about whether we wanted to put a
specific date in. W have not had an opportunity to
specifically raise that with HCFA. | think we nake our
intent clear on recomrendation one. |It's not like they're
going to listen particularly anyway.

So ny suggestion is since we haven't extended them
the courtesy of saying is there a reason why there would be

a problemw th fiscal year 2001, that we |eave it wthout
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havi ng that specific date. Because | think the way you' ve
phrased it makes our intent quite clear. |If people are
confortable with that.

Can you put the first one back up? MW coment had
to do with the first one.

| think that devel oped the sense of urgency that
we had in mnd, and I'mconfortable wthout the date, as
sonebody who had been toying with the notion, because we
have not checked.

The second one. | think that was al so the issue
that Bea raised yesterday and | think that clearly states
it.

DR. LONG Anot her thought occurred to nme. What
if a beneficiary | eaves the area and goes to anot her area
where there is a Medi care+Choice plan? Are they permtted
to re-enroll there? | nove from Col unbus, Ohio to Phoeni x?

DR. W LENSKY: | understand the issue. | think
that's just maybe nore than we want to get into until we
have gotten to the second stage. It is a variation on this,
but it is taking it alittle farther.

My own preference is this one seens a no-brainer.

Once you start noving areas and different plans that are
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likely to be there, I"'ma little I ess confortable until we
get to the stage of our first reconmendati on.

It's a fair question but | think I'd just |leave it
as it is. | saw people nodding their heads. Are people

confortable with that?

The third one. The only issue is | think it's not
just information on the satisfaction of the ESRD
beneficiaries, but with some specified outcone neasures.

And then otherwise, it's fine. | think you' ve covered well
our di scussi on.

Thank you, Nancy. | was a little concerned
because | thought we were clear where we wanted to go, but |
want ed people to have a chance to see the wording, since it
was a reconmendati on.

We neet again March 16th and 17th, here. This has
been a productive day, as was yesterday. W |ook forward to
havi ng addi tional information presented.

MR. SHEA: Can | just say thanks to the staff for
what | thought was great work and congratul ati ons on
produci ng so much of it so quickly. Hi gh productivity,

whi ch nmaybe should | ead to an adjustnment downward.
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M5. ROSENBLATT: Are we going to need to review
stuff again? Wat's the schedul e?

DR ROSS: W will be sending sonme additional
mat erials back to people. | think we need to, at the staff
| evel , reconvene with what we've heard here. W nentioned a
ot of noving parts, in terns of chapters. Once we see what
we have, we'll figure out what to get to people.

M5. ROSENBLATT: My point of view, the less |I'm
sent the happier I'Il be. And if I'"'mgoing to be sent
anyt hing, the sooner the better.

DR. KEMPER I n any case, once you regroup and
figure out what we can expect, could you just send us an e-
mai |, so that we have sone idea what's com ng when, roughly
speaki ng?

DR. ROSS: Yes, that shoul d happen probably
Tuesday.

DR. W LENSKY: Follow on public coments?

MS. LAUERHAAS. Yes, just briefly, in followup to
a discussion you had a minute ago, ny nanme is Teresa
Lauerhaas and |' m general counsel and director of governnent
affairs for the American Association of Blood Banks. |'m

here today on behalf of a coalition of groups interested in
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bl ood rel ated issues, including AABB, Anerica s Bl ood
Centers, the Anerican Red Cross, the Anerican Society for
Aphoresis, the American Society of Hematol ogy, and the
Col | ege of American Pat hol ogi sts.

W had pl anned to conme here today just to put in a
word about an issue that we wanted to raise to the
conmittee, and that is the need for Medicare to better
address and to ensure fair reinbursenent for blood-rel ated
products and servi ces.

This comes up in light of that blood safety and
availability is a clear national public health priority, as
recogni zed by the Departnment and Congress and the public.

As we nove forward with new safety neasures that are
i ncreasingly expensive, it is inportant that Medicare
reinburse fairly for these services and products.

We're concerned that there's not an adequate
mechani smin place to ensure these paynents, and therefore
we'd like to have the conmttee |ook at this issue. W'd
request you to consider addressing it at future nmeetings and
maki ng recomrendati ons about Medi care paynents, particularly
in the inpatient PPS system

W have concerns about lags in both paynents and
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codi ng for blood products and services and we, as a
coalition of groups, look forward to working with you and
woul d be happy to provide you with additional information so
that we can work together to ensure that patients have
access to the safest possible and highest quality bl ood
servi ces and products.

DR. NEWHOUSE: Thank you. Any other public
comment ?

M5. WLLIAVS: Deborah WIIianms, AHA

Joe, when | was flogged in nmy econom ¢ cl asses,
what they taught nme was the Lispairs is a fixed weight price
i ndex that excludes all quality and intensity effects;
correct?

That's why, as you know, the CPI and the PPl --

DR. NEWHOUSE: Depends on what the BLS is doing on
a particular index, but go ahead.

M5. WLLIAMS: That's why, for exanple, in the CP
and PPlI, they only include one-fifth of new drugs every
year, which is why people have the inpression, as you know,
new drugs are about twi ce the cost of old drugs. That's why
the CPI and PPl are fairly stable at 3 percent because, of

course, they sort of depress it to keep out the quality
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intensity effects.

Now as far as bl ood goes, |'ve spoken with the
HCFA actuaries about it and theoretically the new bl ood
tests, because of the quality intensity, should be out of
the index. However, they also said, which you did, that the
guestion is is BLS going to be paying attention when the
price of blood shoots up by a third?

So with blood it's alittle |ess clear than drugs
that nost drug costs are probably the new drug costs and
intensity are not captured. Blood it's hard to say what's
goi ng to happen exactly.

My ot her conmment woul d be on HI PAA and privacy,
and | guess ny comrent there would be, Jack, |I'mnot sure |
agree with you that it's a managerial effect. |In fact, what
H PAA and privacy are all about is software and conputer
changes, enornous software and conputer changes. Changes in
the el ectronic transm ssion, changes in the size and
nunbering of the provider I D, goodness graci ous, change on
how you account for and code drugs. |In such a way, they're
so beyond Y2K on the conputer side as to be enornous.

Thanks.

DR. NEWHOUSE: | agree on your point on drugs, but
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that, in principle, in the S&TA

M5. SMTH I'mKristin Smth with Arerica's Bl ood
Centers. | again wanted to express our support for the
comments that Teresa Lauerhaas made from AABB and al so to
submit, for the record, a letter that we sent to the
comm ssi oners of MedPAC, again just stressing the need for
per haps | ooking into sonme remedy for blood products and
servi ces.

DR. NEWHOUSE: Thank you.

[ Wher eupon, at 2:27 p.m, the neeting was

adj our ned. ]
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